Financial 


IGM FINANCIAL INC. ANNUAL REPORT 2004 


ipates”, 

» 66 Gate ” 
elieves”, “estimates 
ee Bea similar | 


ks Las) ongoing 
rospects, and 
action, is also 


Capote’ re ae uncertainties 
nd assumptions about the Company, 
economic factors and the financial servic- 
es industry generally. 


Management’s Discussion 
and Analysis 

58 Financial Review 

88 Board of Directors 

89 Executive Management 

go Shareholder Information 


oun STATEMENTS 


They are not guarantees of future per- 
formance, and actual events and results 
could differ materially from those 
expressed or implied by forward-looking 
statements made by the Company due to, 
but not limited to, important factors such 
as general economic, political and market 
factors in North America and interna- 
tionally, interest and foreign exchange 
rates, global equity and capital markets, 
business competition, technological 
change, changes in government regula- 
tions, unexpected judicial or regulatory 
proceedings, catastrophic events, and the 
Company’s ability to complete strategic 
transactions and integrate acquisitions. 
We caution that the foregoing list of 
important factors is not exhaustive. The 
reader is cautioned to consider these 

and other factors carefully and not place 
undue reliance on forward-looking state- 
ments. ‘he Company has no specific 
intention to update any forward-looking 
statements whether as a result of new 
information, future events or otherwise. 


NON-GAAP FINANCIAL MEASURES. 


This report may also contain non-GAAP 
financial measures. Terms by which non- 
GAAP financial measures are identified 
include but are not limited to “Net 
income, diluted earnings per share and 
return on common equity excluding 
unitholder compensation” and “Net 
income, diluted earnings per share and 
return on common equity excluding a 
dilution gain, a reversal of restructuring 
costs and a non-cash income tax charge 
related to increases in Ontario tax rates”, 
as well as “Earnings before interest, taxes, 
depreciation and amortization (EBITDA)” 
Non-GAAP financial measures are used 
to provide management, investors and 
investment analysts with additional meas- 
ures to assess earnings performance. 

However, these non-GAAP financial 
measures do not have a standard meaning 
and are not directly comparative to simi- 
lar measures used by other companies 
and may not be directly comparable to 
any prescribed GAAP measure. Please 
refer to the appropriate reconciliations 
of these non-GAAP financial measures to 
measures prescribed by GAAP. 
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IGM FINANCIAL INC. is one of Canada’s premier 


financial services companies, with over $83 billion in assets 
under management. The Company serves the financial needs 
of Canadians through multiple businesses, each operating 
distinctly within the advice segment of the financial services 
market. ‘he Company is committed to building on its record 
of delivering growth and value to its clients and shareholders. 
IGM Financial Inc. is a member of the Power Financial 
Corporation group of companies and its shares are listed on 
the Toronto Stock Exchange (IGM). 
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2001 excludes goodwill amortization and 

_ Mackenzie restructuring costs. 
2003 excludes dilution gain, restructuring reversal 
related to Mackenzie and non-cash income tax charge. 
2004 excludes unitholder compensation. 


_") Net income, Diluted earnings per share and Return on equity excluding the items noted below are non-GAAP financial measures. 

Net income, Diluted earnings per share and Return on equity including the items noted below are financial measures which are in accordance with GAAP. 
_ 2004 — Unitholder compensation as discussed on page 53 of the Management’s Discussion and Analysis (MD@&A) 

2003 — Dilution gain, restructuring reversal and non-cash income tax charge as discussed on page 23 of the MD&A. 

Refer to page 23 of the MD&A for an explanation of the Company’s use of non-GAAP financial measures. 


© From date of acquisition or as at December 31, 2004. 
°) Adjusted for $32 million in inter-segment assets, 
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R. Jeffrey Orr 
President and 

Chief Executive Officer 
IGM Financial Inc. 


REPORT TO SHAREHOLDERS 


The Company changed its name to IGM Financial Inc. in 2004, reflecting its growth 
and development over the past few years into an organization that now serves the 
financial needs of Canadians through multiple businesses. While IGM Financial’s 
businesses operate distinctly, each with their own leadership, products and brands, 
they share a common focus in providing clients with personalized one-to-one 
financial advice, and are each committed to leadership and excellence within their 
respective segments of the market. 


IGM Financial made significant progress on many 
fronts in 2004. Strong financial results were again 
delivered to shareholders during the year. The 

A Fe Company’s two principal businesses — Investors Group 
Financial Inc. and Mackenzie Financial Corporation — each 
enhanced their competitive positions and experienced 
strong momentum in areas such as sales, recruiting 
and retention. The Company added to its position of 
strength in the financial advice market through the 
acquisition of 75% of Investment Planning Counsel 
Inc. Leadership transition occurred at each of Investors 
Group and Mackenzie, positioning the Company 
strongly for the future. 


FINANCIAL RESULTS 

Net income attributable to common shareholders, 
excluding the items noted below, was $615.6 million 
for the year ended December 31, 2004 compared to 
$533.5 million in 2003. Earnings per share were $2.31 
compared to $2.01 in 2003, an increase of 14.9%. 


Net income in 2004 excludes a charge to earnings 
recorded in the fourth quarter of $28.8 million 
($19.2 million after tax) which includes both compensa- 
tion payments to certain unitholders of Investors Group 
and related costs resulting from settlement agreements 
with regulatory agencies (unitholder compensation). 
Net income in 2003 excludes: 

-a dilution gain of $14.8 million recorded in the third 
quarter resulting from the reduction in the Company’s 
percentage ownership of Great-West Lifeco Inc. 
related to their acquisition of Canada Life; 

» the reversal of $24.8 million ($15.6 million after tax) 
of restructuring costs related to the acquisition of 
Mackenzie Financial Corporation recorded in the 
fourth quarter; and 

* a non-cash income tax charge of $24.8 million 
recorded in the fourth quarter arising from increases 
in Ontario income tax rates and their effect on the 
future income tax liability related to indefinite life 
intangible assets. 

Net income attributable to common shareholders, 
including the items noted above, was $596.4 million 
for the year ended December 31, 2004 compared to 
$539.1 million in 2003. Earnings per share were $2.24 
compared to $2.03 in 2003. 

Dividends increased for the fifteenth consecutive 
year, rising 16 cents to $1.15 per share. 


OPERATING HIGHLIGHTS 

Investors Group Inc.’s enhancements to its Consultant 
programs and client product offering resulted in 
tangible benefits in 2004. Significant improvement in 
Consultant retention coupled with strong recruiting 
produced the highest growth of the Consultant network 
in many years. It also resulted in a meaningful reduc- 
tion in the redemption rate of Investors Group’s mutual 
funds, at a time when redemption rates in the industry 
overall were rising. 

Mackenzie Financial Corporation has pursued a 
strategy focused on building excellent relationships with 
financial advisors, maintaining a high quality product 
line-up and adding to its team of experienced and 
talented investment managers. It was rewarded in 2004 
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by strong growth in sales and assets under manage- 
ment. Mackenzie led all companies within the advice 
segment of the industry in sales of mutual funds. 

Notwithstanding that 2004 was a year of significant 
growth and investment, the Company’s principal oper- 
ating units remained focused on prudent management 
of operating costs within the context of higher sales 
and activity levels. 


ACQUISITION OF INVESTMENT 

PLANNING COUNSEL 

In May of this year, the Company completed the acqui- 
sition of 75% of Investment Planning Counsel Inc. 
Investment Planning Counsel is Canada’s fifth largest 
financial planning organization, with $8 billion in client 
assets under administration, which includes $1.5 billion 
in mutual fund assets under management. Investment 
Planning Counsel serves the financial needs of Canadians 
through a network of 600 financial advisors. 

The acquisition provides IGM Financial with an 
expanded presence in the financial planning market and 
provides it with an additional source of growth for the 
future. With the acquisition, the Company now owns 
two of Canada’s five largest financial planning organiza- 
tions and has further extended its broad and diverse 
distribution platform. Investment Planning Counsel will 
retain its strong entrepreneurial culture and will be led 
by its existing management team. 


INDUSTRY PERSPECTIVE 
In 2004, improved market conditions were reflected in 
higher industry activity, sales and asset levels. Net 
inflows into mutual funds increased relative to other 
investment alternatives on an industry-wide basis, as 
investors chose to put more of their investment dollars 
into funds. IGM Financial saw significant year-over- 
year growth, and significantly stronger sales. However, 
investors remained cautious in 2004 in their choice 
of investments, seeking products that offered yield and 
capital protection rather than capital appreciation. 
Throughout 2004, the mutual fund industry in the 
U.S. and Canada was affected by investigations into 
market timing issues. IGM Financial worked closely 
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with regulators to bring satisfactory resolution to these 
matters for the industry, the Company and its clients. 
The Company will continue to work with regulators 
and other industry members for the application of clear 
and consistent standards for the benefit of clients. 


LEADERSHIP 

Transition in the leadership of IGM Financial’s two 
principal businesses — Investors Group and Mackenzie — 
was successfully completed in 2004 and early 2005, 
positioning IGM Financial strongly for the future. 

Mr. Murray J. Taylor was appointed President and 
Chief Executive Officer of Investors Group Inc. in 
April, 2004. Mr. Taylor’s appointment followed very 
successful roles with Investors Group as head of 
sales and marketing operations and previously as leader 
of the transition activities between Mackenzie and 
Investors Group. He joined Investors Group after 
25 years with Great-West Life and London Life, where 
he played a key role in establishing those companies’ 
leading market positions among life companies in indi- 
vidual investment products. 

In 2004, Mr. James L. Hunter announced his inten- 
tion to retire as President and Chief Executive Officer 
of Mackenzie Financial Corporation. Mr. Hunter has 
been with Mackenzie since 1992. During that time, 
Mackenzie has strengthened its leadership position in 
the mutual fund industry and enhanced its reputation 
in Canada for providing high quality products and 
services to financial advisors and their clients. The 
Board wishes to thank him for his contributions over 
many years to Mackenzie and to IGM Financial. 

The Company was pleased to announce that 
Mr. Charles R. Sims will join Mackenzie Financial 
Corporation in March of 2005 as President and 
Chief Executive Officer. Mr. Sims has extensive experi- 
ence in the Canadian, U.S. and international mutual 
fund markets. For the past 15 years he has been with 
Franklin Resources Inc., the largest publicly traded 
asset management company in the world, where he has 
held leadership roles in the U.S. and Canada across a 


range of activities. 


BOARD OF DIRECTORS 

At the Company’s Annual Meeting in 2004, The 
Honourable Paul Desmarais, P.C., C.C., retired from 
the Board of Directors of IGM Financial. Mr. Desmarais 
was a director of the Company’s predecessor corpora- 
tion since 1966, and of the Company since 1986. He 
has played a fundamental role in guiding the Company 
over the years, and has been integral to its success. In 
recognition of his significant contribution, the Board of 
Directors appointed Mr. Desmarais Director Emeritus. 
Ms. Wanda Dorosz also retired from the Board in 
2004, having served as a director of the Company since 
1995 and also served on the Investment Committee 

of the Board. We wish to thank her for her contribution 
to the Company. 

The Board of Directors wishes to thank our many 
employees and the consultants and advisors with 
whom we partner for their continued support and com- 
mitment. Our success is a testament to their efforts. 


LOOKING AHEAD 

The past few years have witnessed changes in the indus- 
try’s competitive landscape and in client preferences. 
IGM Financial has continued to build its position in 
the marketplace and strengthen its businesses, guided 
by the perspective that it is in a leadership position 

in a highly attractive industry possessing strong long- 
term growth prospects. 

After several years of successfully managing change 
within our businesses, we are confident in our ability to 
identify and take advantage of the opportunities which 
lie ahead of us. 


On behalf of the Board of Directors, 


R. Jeffrey Orr 
President and Chief Executive Officer 
IGM Financial Inc. 


February 18, 2005 


ane 


STRENGTH 


Strength that comes from being the largest manager 
and distributor of mutual funds and other managed 
asset products in the country. Strength that is rooted 
in having broad and diversified distribution for our 
products and services. Strength that flows from being 
a member of one of the most successful financial 
eroups in Canada. 
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INVESTORS GROUP INC. 


ith a strong commitment to building long-term client and Consultant relation- 
sl ps, Investors Group provides comprehensive financial planning advice and 
. ices ee investment, retirement, estate and tax oe Through its 


stors boca serves close to one million Canadians, coast to coast. 


¢ Enhanced Consultant programs resulted in the 
Investor. Ss growth of the Consultant network to 3,496 
Gr OUD Consultants. As of December 31, 2004, 58% of 
Investors Group Consultants have been with 
the company for more than 4 years. 


e Driven by strong Consultant retention, there 
has been a significant decline in the long-term 
mutual fund redemption rate during the past 
year, from 10.7% to 9.1%. 


¢ Sales momentum has been building. Consultant 
network mutual fund gross sales increased 
by 17% in 2004 to $4.7 billion. Net sales of 
mutual funds through the Consultant network 
were $218 million, up from net redemptions 
of $839 million in 2003. 


¢ The company invested in its brand to articu- 
late its commitment to enduring support for 
clients through their Consultants. 
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2004 has been an exciting year for Investors Group, 

as it began to realize the rewards of the successful exe- 
cution of many key initiatives undertaken in 2003 and 
2004. Passion for helping people is combined with 
expertise and knowledge in delivering sound financial 
advice and effective products and services. ‘The 
company’s commitment to clients is evidenced by a 
focus on building enduring relationships. 


ENDURING PARTNERSHIPS — 
STRATEGIES FOR THE LONG TERM 


Recognizing that this is a long-term business, Investors 
Group has successfully implemented strategies that will 
ensure Consultants and clients have the right support, 
the right tools and the right products to support sound 
financial planning for the long term. 

There was significant improvement in Consultant 
retention in 2004. Work in strengthening the competitive- 
ness of Consultant and field management compensation, 
recognition and support programs has been successful, as 
evidenced by growth in the Consultant network to 3,496 
professionals. Consultants are supported by industry- 
leading training programs, a broad range of products and 
services, and effective technology tools, enabling them 
to provide high quality, comprehensive advice to clients. 


Murray J. Taylor 
President and 

Chief Executive Officer 
Investors Group Inc. 


Last year’s introduction of Symphony Strategic 
Investment Planning™ program has been very well 
received by both Consultants and clients. The Symphony 
planning approach supports Consultants in building opti- 
mized risk-adjusted portfolios, and provides enhanced 
reporting features. Alto™ and Allegro™ Portfolios, built 
exclusively using Symphony, had net inflows of $607 mil- 
lion. The Symphony Strategic Investment Planning™ 
program and the Alto™ and Allegro™ Portfolios represent 
important improvements to Investors Group’s planning 
model, and underscore its commitment to providing clients 


with advanced financial planning products and services. 


CONSULTANT MUTUAL FUND 
ASSETS UNDER MANAGEMENT 
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Improved Consultant retention and a decrease in 
redemptions is evidence of the increased confidence 
of Consultants, a focus on long-term financial planning 
and the enduring partnerships between the company’s 
Consultants and clients. 

Supporting Investors Group’s commitment to 
comprehensive financial planning is the use of banking, 
insurance and related products to complement its 
mutual fund offering. Solutions Bankingt, a private label 
banking solution offered in association with National 
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Bank, has been widely successful, with over 75% of 
Consultants now offering banking products to their 
clients. The mortgage operation had $848 million in 
mortgage originations during the year and enhanced 
its product offering with the introduction of two new 
variable rate mortgage products. Investors Group 
continues to be a leading distributor of life insurance 
in Canada, with a comprehensive range of insurance 
products and sales of $30.1 million in new annualized 
premiums. Investors Group Securities Inc. aided 
Consultants in gathering external assets of $1.12 billion 
in 2004, increasing assets under administration by 
15.9% during the year. 


COMMITMENT TO BUSINESS STANDARDS 

In 2004, the company worked with regulators to resolve 
concerns regarding market timing in the Canadian 
mutual fund industry. 

A settlement agreement was reached to provide 
compensation to unitholders affected by market timing 
activities by a client in a number of the company’s inter- 
national mutual funds. 

The company will continue to promote, with regu- 
lators and industry members, the application of clear 
and consistent standards for the benefit of clients. 
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Looking ahead to 2005, Investors Group remains focused on 
providing Canadians with expert financial planning advice and 
high quality products and services. The company’s commitment 
to building enduring relationships is strong, as it continues to 
support partnerships with Consultants, long-term relationships 
with clients, and service to communities. 


ENDURING PARTNERSHIP'S — 

COMMITMENT TO COMMUNITY 

In 2004, Investors Group continued its unwavering 
support of the communities in which its employees, 
Consultants and clients live and work. Consultants and 
employees again have given tirelessly of their time and 
expertise, supporting countless local charitable organi- 
zations. Corporately, Investors Group supports United 
Way through contributions to local campaigns across 
Canada, and is also a major partner with Volunteer 
Canada, encouraging volunteerism throughout the 
country. This spirit of joining together to respond to 
the needs of others was also evident following the tragic 
tsunami disaster in Asia on December 26. Within days 
of the devastation, employees and Consultants across 
the country drew on Investors Group’s matching gift 
program to support relief efforts in the region. 

This year, the company formed a partnership with 
the Canadian Association of Food Banks and created 
Food for Thought, a national campaign of local initiatives 
to raise awareness about hunger issues. 

Also in 2004, Investors Group was proud to present 
for the first time the prestigious Herbert H. Carnegie 
Community Service Award. The award was presented 
to Ross Elliott, a Consultant from Halifax, for his 


extensive community service at home and abroad, 
including a humanitarian mission to Uzbekistan and 
a local program to provide hockey equipment to 
underprivileged children. 

Investors Group is committed to corporate citizen- 
ship and building strong, enduring partnerships 
within our communities. This commitment is a natural 
extension of the company, and is both a responsibility 
and privilege. 


ENDURING PARTNERSHIPS — 

FOR) THES LONG STERM 

Looking ahead to 2005, Investors Group remains 
focused on providing Canadians with expert financial 
planning advice and high quality products and services. 
The company’s commitment to building enduring 
relationships is strong, as it continues to support part- 
nerships with Consultants, long-term relationships 
with clients, and service to communities. The company 
looks forward to business growth in a manner that 
supports these commitments, building on the strengths 
of its unique heritage and culture. 


ROC US 


Focus is what we bring to all of our activities. Our decision- 
making is focused on the long-term. Our execution is 
focused on the details. And our success is focused on our 
clients, on the consultants and advisors with whom we 
partner, and on our shareholders. 
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_ MACKENZIE FINANCIAL CORPORATION 


‘ound ue in 1967 and recognized as one of Canada’s premier mutual fund managers, 
Ma ke zie Financial Corporation is a re faceted investment management and 


ile ddivered strong investment performance. Mackenzie has established 
lationships sah a. financial advisors, providing a oe 


. —| ¢ During 2004, Mackenzie led the industry in gross 
Mackenzie sales through the financial advisory channel with 
INVESTMENTS* sales of $6.8 billion. Net sales rebounded sharply 


to $795 million in 2004, versus net redemptions 
of $69 million in 2003. 


e At December 31, 2004, 85% of Mackenzie’s mutual 
funds were in the first or second quartile on a five- 
year performance basis and 78% were in the first 
or second quartile on a ten-year performance basis. 


¢ At the Canadian Investment Awards in December 
2004, Chief Investment Strategist Fred Sturm 
was recognized as Analysts’ Choice Fund Manager 
of the Year, the Mackenzie Cundill Value Fund 
took Fund of the Year honours, and Alexander 
Christ, retired founder of Mackenzie and long- 
time investment manager, was awarded the Career 
Achievement Award in recognition of his lifetime 
contribution to the industry. 


¢ In 2004, Mackenzie continued to build distribu- 
tion by sub-advising investment products for 
other distributors. Significant growth in sub- 
advised assets was realized. 
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Canadian investors once again enjoyed positive returns 
from equity markets in 2004. However, despite several 
years of positive markets, investors remained cautious 
as they exhibited a preference for products offering 
income or capital protection. As Canadians sought 
quality investment approaches, Mackenzie’s proven 
approach to investing was particularly attractive. With 
a consistent approach to finding quality investments 
based on fundamental research, Mackenzie has earned 
a track record of credibility and reliability over the 
long-term. The Mackenzie brand and nine product 
sub-brands within the Mackenzie family represent 
products and services trusted by financial advisors 

and investors alike. 

Mackenzie’s quality approach was rewarded in 2004, 
as the company led the industry in sales of mutual funds 
through the financial advisory channel. Mutual fund 
sales for the year ended December 31, 2004 were 
$6.8 billion compared to $5.3 billion in the prior year. 
Mutual fund net sales increased significantly for the 
period, reaching $795 million compared to net redemp- 
tions of $69 million in the prior year. 

Partnership, communication and innovation charac- 
terize Mackenzie’s operational accomplishments in 2004. 


James L. Hunter, F.C.A. 
President and 

Chief Executive Officer 
Mackenzie Financial Corporation 


PARTNERSHIP WITH ADVISORS 

Our commitment to our partnership with the advisor 
community was evidenced by our further support of their 
quest for continuous learning. Mackenzie University offers 
programs designed to complement advisor education 
objectives by sharing and enhancing knowledge in the 
areas of estate and tax planning, investment management, 
life cycle and risk management. Mackenzie’s educational 
support of advisors is part of an ongoing commitment to 
strengthening relationships, building partnerships that 


benefit both parties and ultimately, investors. 


FUND PERFORMANCE 
As at December 31, 2004 (% of assets) 
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COMMUNICATION 

During the year, Mackenzie undertook an extensive 
investor communication initiative. The initiative provided 
the investing public with timely and accurate information 
on the salient issues that affect mutual fund management 
and financial planning. Communication regarding fees, 
compensation and assessing investment performance 
were presented in a series of printed publications. Direct, 
forthright communication around these and other key 
issues helped to inform investors and underscore the 
value of mutual funds and active management. 


SALES OF MUTUAL FUNDS 
For the financial year ($ millions) 
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INNOVATION 

Mackenzie continued to innovate in 2004 with the 
introduction of its Symmetry Portfolio Service — 

a strategic asset allocation program. Symmetry enables 
advisors to design customized portfolios for their 
clients, optimized on an ongoing basis according to 
the investor’s individual objectives and preferences. 
The program allows advisors to select from both equity 
and fixed income investment products offered by 
Mackenzie and other leading Canadian and global 
manufacturers. Symmetry is unique in that its web- 
based interface gives advisors input into the portfolio 
construction within the broader asset allocation frame- 
work, and offers powerful tax benefits, supported by a 
superior reporting framework. Since its launch in 
February, advisors have responded very positively to 
the program and its benefits, attracting $300 million 
in assets. 


EXPANDING DISTRIBUTION CHANNELS 

In 2004, Mackenzie continued to expand its distribution 
in a variety of channels. These initiatives included new 
sub-advisory mandates with a major insurance company 
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As the financial services industry and Canadian investors 
become increasingly sophisticated, Mackenzie is well positioned 
to meet their evolving and increasingly complex needs. 
Mackenzie is committed to offering innovative products and 
services that are beneficial to both advisors and investors. 


and two major mutual fund dealers, and expansion of 
sub-advisory roles within the banking channel and with 
sister companies within Power Financial. The company 
also realized significant growth on a sub-advisory 
mandate distributed in the U.S. market through 
Waddell & Reed. 

Mackenzie introduced its new Structured Products 
business which successfully launched its first resource 
flow-through offering, the Mackenzie 2004 Resource 
Limited Partnership. In addition, the MSP Maxxum 
Trust closed-end fund raised $108 million. Mackenzie 
offers a broad array of investment products. And while 
mutual funds comprise the most significant part of its 
business, the company is complementing these offerings 
with specialized products that meet the evolving needs 
of investors. 

During 2004, Mackenzie updated its brand identity to 
Mackenzie Investments. The new brand more accurately 
reflects the breadth of Mackenzie’s product line and its 
commitment to delivering the variety of investment 
products and services today’s financial advisors and 


investors require. 


M.R.S. GROUP OF COMPANIES 

Mackenzie continues to benefit from the support and 
contribution of its trust and administration services 
operations at the M.R.S. Group of Companies. M.R.S. 
provides independent dealers and advisors access to back 
office administration, software solutions, web enhanced 
services, deposit and lending products, and trustee services. 
Together, Mackenzie and M.R.S. are well aligned, 
allowing the companies to deliver services both internally 
and externally, that are unique in the industry, building 
competitive advantage and enabling operating efficiencies 
for Mackenzie and its independent dealer clients. 


THE YEAR AHEAD | 

As the financial services industry and Canadian 
investors become increasingly sophisticated, Mackenzie 
is well positioned to meet their evolving and increas- 
ingly complex needs. Mackenzie is committed to offer- 
ing innovative products and services that are beneficial 
to both advisors and investors, delivering choice and 
flexibility while always remaining true to a proven, 
quality approach to investing. 


GROWTH 


IGM Financial operates in a dynamic marketplace, with attractive 
growth opportunities. With a long history of successfully creating 
and managing growth, and from our position of strength and 
leadership, we are confident in our ability to take advantage of 


the opportunities which lie ahead of us. 
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INVESTMENT PLANNING COUNSEL INC. 


IGM Financial Inc. acquired 75% of Investment Planning Counsel in 2004. 
The acquisition is consistent with the Company’s strategy of owning leading 
businesses in manufacturing and distribution within the advice segment of 

_ the financial services industry. It provides IGM Financial with an additional 


platform for future growth. 


Wal Investment ¢ Investment Planning Counsel is the fifth 
My 


Planning Counsel” largest financial planning firm in Canada, 
with $8 billion in assets under administration, 


600 financial advisors and 132,000 clients 
across the country. The company has estab- 
lished strong momentum in asset manage- 
ment, particularly in the consistent growth 
of Counsel Funds. Led by an effective and 
committed management team, Investment 


FINANCIAL SOLUTIONS FOR LIFE 


Planning Counsel is successfully executing a 
disciplined strategy for growth. 


Investment Planning Counsel will be main- 
tained as a separate entity, and will continue 
to be led by its existing management team — 
Chief Executive Officer, Steve Meehan and 
President, Chris Reynolds. It will retain its 
own distinct entrepreneurial culture, products, 
and distribution channel, while benefiting 
from the scale and expertise of IGM Financial. 
Operationally, synergies will be pursued 
between Investment Planning Counsel and 
other IGM Financial subsidiaries in opera- 
tional areas, corporate support and financing. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 


The Management's Discussion and Analysis (MD&A) presents management's view of the operations and financial 
condition of IGM Financial Inc. (IGM Financial or the Company) for the years ended December 31, 2004 and 2003. 
Commentary in the MD&A as at and for the year ended December 31, 2004 is as of February 17, 2005. 


Basis of Presentation and Summary of Accounting Policies 

The Consolidated Financial Statements of IGM Financial, which are the basis of information presented in the 
Company’s MD&A, have been prepared in accordance with Canadian generally accepted accounting principles 
(GAAP) and are presented in Canadian dollars — refer to Note 1 of the Consolidated Financial Statements. 


Change to Corporate Name 
During the second quarter of 2004, the Company received shareholder and regulatory approval to change its 
name from Investors Group Inc. to IGM Financial Inc. 


Principal Holders of Voting Shares 
As at December 31, 2004, Power Financial Corporation (PFC) and Great-West Lifeco Inc. (GWL) held 55.9% 
and 3.5%, respectively, of the outstanding common shares of IGM Financial. 


FORWARD-LOOKING INFORMATION 

This report may contain forward-looking statements about IGM Financial, including its business operations, 
strategy and expected financial performance and condition. Forward-looking statements include statements that 
are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”, 
“anticipates”, “intends”, “plans”, “believes”, “estimates” or negative versions thereof and similar expressions. In 
addition, any statement that may be made concerning future financial performance (including revenues, earnings 
or growth rates), ongoing business strategies or prospects, and possible future Company action, is also a forward- 
looking statement. Forward-looking statements are based on current expectations and projections about future 
events and are inherently subject to, among other things, risks, uncertainties and assumptions about the Company, 
economic factors and the financial services industry generally. They are not guarantees of future performance, and 
actual events and results could differ materially from those expressed or implied by forward-looking statements 
made by the Company due to, but not limited to, important factors such as general economic, political and market 
factors in North America and internationally, interest and foreign exchange rates, global equity and capital 
markets, business competition, technological change, changes in government regulations, unexpected judicial or 
regulatory proceedings, catastrophic events, and the Company’s ability to complete strategic transactions and 
integrate acquisitions. ‘The reader is cautioned that the foregoing list of important factors is not exhaustive. The 


reader is also cautioned to consider these and other factors carefully and not place undue reliance on forward- 
looking statements. 
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IGM FINANCIAL INC. 


Summary of Consolidated Operating Results 


Net income attributable to common shareholders, 
excluding the items noted below, was $615.6 million 
for the year ended December 31, 2004 compared to 
$533.5 million in 2003. Diluted earnings per share on 
this basis were $2.31 compared with $2.01 in 2003, 
an increase of 14.9%. 

Net income in 2004 excludes a charge to earnings 
recorded in the fourth quarter of $28.8 million 

($19.2 million after tax) which includes both com- 

pensation payments to certain unitholders of Investors 

Group and related costs (unitholder compensation) 

as discussed on page 53 of the MD&A. 

Net income in 2003 excludes: 

- A dilution gain of $14.8 million recorded in the 
third quarter resulting from the reduction in IGM 
Financial’s percentage ownership of GWL related to 
their acquisition of The Canada Life Assurance 
Company (Canada Life). 

¢ The reversal of $24.8 million ($15.6 million after tax) 
of restructuring costs related to the acquisition of 
Mackenzie Financial Corporation (Mackenzie) 
recorded in the fourth quarter. 


NET INCOME AND DILUTED 
EARNINGS PER SHARE 


For the financial year 
($ millions, except per share amounts) 


Zot 
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= 
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® Net Income 
®@ Diluted EPS 


2001 excludes goodwill amortization and 
Mackenzie restructuring costs. 

2003 excludes dilution gain, restructuring 
reversal related to Mackenzie and non- 
cash income tax charge. 

2004 excludes unitholder compensation. 


¢ A non-cash income tax charge of $24.8 million 
recorded in the fourth quarter arising from increases 
in Ontario income tax rates and their effect on the 
future income tax liability related to indefinite life 
intangible assets. 

Net income attributable to common shareholders in 
accordance with GAAP for the year ended December 31, 
2004, which includes unitholder compensation noted 
above, was $596.4 million and diluted earnings per share 
were $2.24. This compares with net income attributable 
to common shareholders in accordance with GAAP for 
the year ended December 31, 2003, which includes 
the dilution gain, the reversal of restructuring costs, 
and the non-cash income tax charge noted above, of 
$539.1 million and diluted earnings per share of $2.03. 

Shareholders’ equity was $3.51 billion as at Decem- 
ber 31, 2004, up from $3.22 billion at December 31, 
2003. Return on average common equity was 19.8%, 
compared with 18.9% in 2003. The quarterly dividend 
per common share was increased to 30.0 cents in 2004 
from 25.5 cents at the end of 2003. 


NON-GAAP FINANCIAL MEASURES 

Net income, diluted earnings per share (EPS) and 
return on common equity (ROE) for the year ended 
December 31, 2004 excludes unitholder compensation. 
Net income, EPS and ROE for the year ended 
December 31, 2003 exclude a dilution gain, a reversal 
of restructuring costs and a non-cash income tax charge 
related to increases in Ontario tax rates. While these 
non-GAAP financial measures are used to provide 
management and investors with additional measures to 
assess earnings performance, they do not have standard 
meanings and are not directly comparable to similar 
measures used by other companies. 

Earnings before interest and taxes (EBIT) and 
earnings before interest, taxes, depreciation and amorti- 
zation (EBITDA) are also non-GAAP financial measures. 
EBIT and EBITDA are alternative measures of perform- 
ance utilized by management, investors and investment 
analysts to evaluate and analyze the Company’s results. 
EBITDA is discussed further on page 47 of the MD&A. 
These non-GAAP financial measures do not have standard 
meanings and are not directly comparable to any GAAP 
measure or to similar measures used by other companies. 

The reconciliation of non-GAAP results to reported 
results in accordance with GAAP for net income, EPS 
and EBITDA is provided in Table 1. The reconciliation 
related to EBIT is provided in Table 2. 
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REPORTABLE SEGMENTS 

IGM Financial’s reportable segments, which reflect the 
current organizational structure, are: 

¢ Investors Group 

« Mackenzie 

* Corporate and Other 

Management measures and evaluates the perform- 
ance of these segments based on earnings before 
interest and taxes as shown in Table 2. Discussion of 
segment operations for Investors Group and Mackenzie 
is contained on pages 29 to 45. 

On May 10, 2004, IGM Financial acquired a 74.7% 
interest in Investment Planning Counsel Inc. (Investment 
Planning Counsel). The Company’s results include its 
earnings for the period May 10 to December 31, 2004 
which are reported in the Corporate and Other 
segment in Table 2. Additional information related to 
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the acquisition is included in the Outlook section of the 
MD&A on page 52 and in Note 21 to the Consolidated 
Financial Statements on page 83. 

Earnings before interest and taxes for Corporate and 
Other, the segment which includes operating results for 
Investment Planning Counsel, net investment income 
earned on unallocated investments and other income as 
well as inter-segment eliminations, were $30.2 million 
for the year ended December 31, 2004 compared to 
$34.8 million in 2003. Investment Planning Counsel’s 
earnings before interest and taxes were $6.9 million for 
the period May 10 to December 31, 2004. The reduc- 
tion in net investment income earned on unallocated 
investments and other income for the year ended 
December 31, 2004 compared with 2003 was due to 
lower levels of invested assets and other income. 


TABLE I: RECONCILIATION OF NON-GAAP FINANCIAL MEASURES 


2004 


(S millions) NET INCOME 


EPS NET INCOME EPS 


2003 2002 


NET INCOME EPS 


Net income available to common 


shareholders — Non-GAAP measure $ 615.6 p23 1 S, 9533.55 4) 20 S$. 49115 “$385 
Unitholder compensation, net of tax (19.2) (0.07) = = = = 
Dilution gain - - 14.8 0.05 - - 
Restructuring (cost) reversal, net of tax = = 15.6 0.06 — — 
Non-cash income tax charge _ - (24.8) (0.09) - - 
Net income available to common 
shareholders - GAAP $ 5964 $ 2.24 $5392 ob 92.03 $ 491.1 $ 1.85 
EBITDA — Non-GAAP measure Drlee 53. $ 1,138.6 $ 1,148.6 
Commission amortization (226.7) (193.9) (203.6) 
Amortization (279) (27.4) (27.1) 
Interest expense on long-term debt (15) (97.9) (90.2) 
Unitholder compensation (28.8) = = 
Dilution gain = 14.8 — 
Restructuring (cost) reversal = 24.8 - 
Income before income taxes and 
non-controlling interest 883.2 859.0 827.7 
Income taxes (264.9) (299.2) (317.4) 
Non-controlling interest (1.2) = (0.3) 
Discontinued operations - - 1.8 
Preferred dividends (20.7) (20.7) (20.7) 
Net income available to common 
shareholders - GAAP $ 596.4 $539.1 $ 491.1 
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Certain items reflected in Table 2 are not allocated $0.22 per share) was recorded in the second quarter 

to segments: of 2001 to restructure and exit certain operations of 

* Restructuring (costs) reversal — There were no restruc- Mackenzie. In the fourth quarter of 2003 the Company 
turing costs recorded in 2004. In the fourth quarter of changed its estimate for the restructuring provision 
2003, the Company recorded a $24.8 million ($15.6 mil- required to complete remaining restructuring activities. 
lion after tax or $0.06 per share) restructuring reversal + Interest expense — Represents the interest cost on debt 
related to the restructuring provision taken in 2001 fol- issued pursuant to the Mackenzie acquisition and out- 
lowing the acquisition of Mackenzie. A restructuring standing during the period totalling $74.9 million in 
provision of $95.6 million ($56.0 million after tax or 2004 compared with $85.3 million in 2003. The 


TABLE 2: CONSOLIDATED OPERATING RESULTS BY SEGMENT 


INVESTORS GROUP MACKENZIE CORPORATE & OTHER TOTAL 
($ millions) 2004 2003 2004 2003 2004. 2003 2004 2003 
Fee income > 1,080.8 5° 971.6" b> 8216" VS 746338 053.4) ad G5) eb al055. Bane dla 
Net investment income 

and other 1233 104.0 15.8 19:9 Dad a7 163.3 159.8 


204 eta an0 837.4 766.2 77.6 Ble, 25419 SER Ae 


Operating expenses 


Commissions 264.0 191.3 32022 284.0 B2eD - 616.7 475.3 
Non-commission 273.8 239.3 259.0 Lo1ed 14.9 (2.4) ated 494.2 


53728 430.6 575.8 541.3 a phee (2-4) 1,161.0 969.5 


Earnings before 


interest and taxes $ 666.3 $ 645.0 $ 261.6 $ 224.9 $ 30.2 $ 34.8 958.1 904.7 
Restructuring (costs) reversal - 24.8 
Interest expense (74.9) (85.3) 

883.2 844.2 
Dilution gain = 14.8 
Income before income taxes and non-controlling interest 883.2 859.0 
Income taxes 264.9 299.2 
Income before non-controlling interest 618.3 559.8 
Non-controlling interest 122 = 
Net income 617.1 559.8 
Preferred dividends 20.7 20.7 
Net income available to common shareholders 
Including unitholder compensation, dilution gain, restructuring 
reversal and non-cash income tax charge (GAAP) $ 596.4 $ 539.1 
Excluding unitholder compensation, dilution gain, restructuring 
reversal and non-cash income tax charge" > OL .O. Seo ao 


Refer to page 23 of the Management's Discussion and Analysis (MD&A) for an explanation of the Company’s use of non-GAAP financial measures. 
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reduction in the rate of interest on the $175 million 
Floating Bankers’ Acceptance contributed to 

the decrease in interest expense in the year ended 
December 31, 2004 compared with 2003. The reduc- 
tion in the average balance of outstanding long-term 
debt also contributed to the decrease in interest 
expense in 2004 compared with 2003. In the fourth 
quarter of 2004 the Company repaid the balance of 
the Floating Bankers’ Acceptance related to the 
Mackenzie acquisition. 

Dilution gain — In the third quarter of 2003, the 
Company purchased $100 million of common shares 
of GWL which were issued as part of the funding of 
the Canada Life acquisition by GWL. Investors 
Group’s percentage ownership of GWL was reduced 
to 4.2%, resulting in a dilution gain of $14.8 million 
($0.05 per share). 

Income taxes — The effective rate of tax in 2004 was 
30.0% compared with 34.8% in 2003. Income taxes 
in 2003 included a non-cash charge as a result of an 


increase in Ontario tax rates. In connection with the 
Mackenzie acquisition in the second quarter of 2001, 
the Company valued the indefinite life intangible 
assets of Mackenzie and allocated a portion of the 
purchase price to such assets. A future tax liability 
associated with the assets was estimated based upon 
future income tax rates substantively enacted at the 
time. During the fourth quarter of 2003, the Ontario 
provincial government increased income tax rates in 
respect of future years and, as a result, the Company 
increased the estimate of the future tax liability and 
recorded a $24.8 million ($0.09 per share) non-cash 
income tax charge. This charge increased the 2003 
effective tax rate by 2.9%. Excluding the impact of 
this change in 2003, the effective tax rate declined 
by 1.94% in 2004 primarily as a result of the decrease 
in federal statutory tax rates. 


SELECTED ANNUAL INFORMATION 

Financial information for the three most recently 

completed years is included in Table 3. 

+ Net Income and Earnings per Share —Table 1 on 
page 24 of the MD&A shows the reconciliation of 
non-GAAP financial results to GAAP results for the 
three years under review. Net income in 2003 was 


$533.5 million excluding the dilution gain, the 
reversal of restructuring costs, and the non-cash 
income tax charge (a non-GAAP financial measure) 
compared with net income of $491.1 million in 2002. 
Except as noted above, variations in net income and 
total revenues result primarily from changes in total 
mutual fund assets under management. The impact 
on earnings and revenues of changes in mutual fund 
assets under management are discussed in the Review 
of Segment Operations sections of the MD&A. 

* Dividends per Common Share — Dividends per common 
share have increased in each of the three years under 
review. Increases in dividends on common shares are 
consistent with increases in net income during the 
three year period. 


SUMMARY OF QUARTERLY RESULTS 

Financial information for the eight most recently 

completed quarters is included in Table 4. Significant 

variations in quarterly earnings occurred in the fourth 

quarter of 2004 due to the $28.8 million charge 

($19.2 million after-tax) recorded by IGM Financial 

related to unitholder compensation. Other quarterly 

variations occurred in the third and fourth quarters of 

2003 and related to: 

- A dilution gain of $14.8 million in the third quarter, 

- The reversal of restructuring costs of $24.8 million 
($15.6 million after tax) in the fourth quarter, and 

- A non-cash income tax charge of $24.8 million in the 
fourth quarter arising from increases in Ontario tax 
rates and their effect on the future income tax liability 
related to indefinite life intangible assets. 

A detailed discussion of the items noted above is 
contained on page 23 of the MD&A in the Summary of 
Consolidated Operating Results. With the exception 
of the items noted above, there were no significant 
variations to quarterly results. Quarterly results are 
not subject to significant seasonal fluctuations because 
earnings are primarily dependent on the level of mutual 
fund assets under management. Average mutual fund 
assets under management by quarter are shown in the 
Summary of Quarterly Results. Although mutual fund 
sales are higher in the first quarter of each year as a 
result of the RSP season, the impact of the higher sales 
on that quarter’s earnings is not significant. 
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TABLE 3: SELECTED ANNUAL INFORMATION 


2004 2003 2002 
eee 


Consolidated statements of income (§ »il/ions) 


Fee income $ 1,955.8 oo 17144" S) ieeis2 

Net investment income 163.3 159.8 126.6 

2,119.1 1,874.2 1,939.8 

Operating expenses ae ee) 1,030.0 1,112.4 

883.2 844.2 827.4 

Dilution gain = 14.8 as 

Income before undernoted 883.2 859.0 827.4 

Income taxes 264.9 299.2 317.4 

618.3 559.8 510.0 

Discontinued operations - - 1.8 

618.3 559.8 SUES 

Non-controlling interest 2 - - 

Net income 617.1 559.8 511.8 

Preferred dividends 20.7 20ei ADai 

Net income available to common shareholders 

In accordance with GAAP $§$ 596.4 §$ 5S Onan 491.1 

Excluding unitholder compensation" $ 615.6 


Excluding dilution gain, restructuring reversal 


related to Mackenzie and non-cash income tax charge" $ 533.5 
Earnings per share (3) 
In accordance with GAAP - Basic $ 2: 209m 2.04 §$ 1.86 
— Diluted $ 2.24 $ 2:03" $ 1.85 
Excluding unitholder compensation, dilution gain, 
restructuring reversal related to Mackenzie and 
non-cash income tax charge" 
— Basic $ 2.33 3 202 ees 1.86 
— Diluted $ 253 ee 2.01 § 1.85 


——— 
Dividends per share (3) 
Common $ eg bs 0.99 0.86 
$ 


Preferred 1.44 $ 144 §$ 1.44 
$ 6,292 $ 5,987 


Total corporate assets ($ millions) > 6,473 
Total long-term debt (§ millions) $1,227, S 14047 $1,386 
OO a ak i a ae en nA el 


Outstanding common shares (#houswnds) 264,598 264,090 263,845 


rs . I , nt Van ' A r YAAP G a SI CHINES 
Refer to page 23 of the MDA for an explanation of the Company's use of non-GAAP financial measures. 
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TABLE 4: SUMMARY OF QUARTERLY RESULTS 


2004 2003 
4 3 2 I 4 3 2 1 
Consolidated statements of income (§ millions) 
Fee and net investment income 
Management 383.2 Si iled Bye BiOpell 341.8 330.1 313.8 310.4 
Administration 71.6 74.2 75.8 78.0 72.4 70.4 FORM 1g 
Distribution 46.2 44.5 38.9 34.9 BD 31.6 Sheil 34.1 
Net investment income and other 47.1 36.7 Bye 42.4 37.9 42.3 43.1 36.5 
Total fee and net investment income 548.1 SDH alk 523.5) 520.4 484.8 474.4 460.1 454.9 
Operating expenses 
Commission expense 163.8 155.8 153.8 143.8 126.3 sleet 115.8 GR 
Non-commission expense 154.2 126.6 126.7 136.8 120.6 12D IPA a 130.1 
Interest expense 18.9 18.7 18.6 18.7 23.6 WS) 2455 20.9 
Restructuring costs (reversal) - - - = (24.8) — _ = 
‘Total operating expenses 336.9 300.6 299A 299.3 245.7 IES) 25:8:) 267.1 
Pi? E25 224.4 ell 239.1 DiS), 201.6 187.8 
Dilution gain - - - - = 14.8 - = 
Income before undernoted BND 226.5 224.4 PPA 239.1 23055 201.6 187.8 
Income taxes 63.5 66.9 66.5 68.0 99.3 69.9 67.1 62.9 
147.7 159.6 157.9 I 53a 139.8 160.6 134.5 124.9 
Non-controlling interest 0:4, 0.6 0.2 - - ~ - - 
Net income 147.3 159.0 LS o7/ 1588 139.8 160.6 134.5 124.9 
Preferred dividends Su? DE Doll Sout Dee Nez ell Dee, 
Net income available to 
common shareholders 
In accordance with GAAP 142.1 153.8 152.6 147.9 134.6 155.4 129.4 119.7 
Reconciliation of non-GAAP 
financial measures) ($ millions) 
Net income available to common 
shareholders (non-GAAP) 161.3 153.8 152.6 147.9 143.8 140.6 129.4 119.7 
Unitholder compensation (net of tax) (19.2) - _ a, = = = = 
Dilution gain = = = ss = 14.8 = = 
Restructuring reversal (net of tax) — - - - 15.6 - - - 
Non-cash income tax charge = = - - (24.8) ~ - - 
Net income available to 
common shareholders (GAAP) 142.1 153.8 152.6 147.9 134.6 155.4 129.4 119.7 
er nad a icc 
Earning per share (¢) 
In accordance with GAAP 
— Basic 54 58 58 56 51 59 49 45 
— Diluted 53 58 57 56 5 59 49 45 
Excluding unitholder compensation, 
dilution gain, restructuring reversal 
related to Mackenzie and 
non-cash income tax charge” 
— Basic 61 58 58 56 54 53 49 45 
— Diluted 61 58 5H 56 54 53 49 


Average daily mutual 
fund assets ($ billions) 80.6 78.4 78.8 103 723 70.0 66.8 66.2 


Q) Rofo, rp J2 , 5 P mae a of ’ > . 7 ~ Fi 
Refer to page 23 of the MD&A for an explanation of the Company’s use of non-GAAP financial measures. 
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INVESTORS GROUP 


Review of the Business 


Investors Group’s core business provides a comprehen- 
sive range of financial and investment planning services 
to Canadians through its dedicated network of highly 
trained and well-supported Consultants. 
Investors Group earns revenue primarily from: 

« Management fees charged to its mutual funds. 
- Fees charged to its mutual funds for administrative 

and trustee services. 
+ Distribution fees charged to mutual fund 

account holders. 


FEE INCOME — INVESTORS GROUP 
For the financial year ($ millions) 


XN 
ss % 
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Fee income is also earned from the distribution of 
insurance products, banking and securities services. Addi- 
tional revenue is derived from mortgage banking, corpo- 
rate investments and investment certificate operations. 

Revenues depend largely on the value and composi- 
tion of assets under management. Our comprehensive 
approach to financial planning, accomplished by our 
Consultants through the broad range of financial 
products and services offered by Investors Group, has 
resulted in a mutual fund redemption rate significantly 
lower than the industry average. During periods of 
equity market decline and reduced investor confidence, 
this approach mitigates any downward pressure on the 
asset base. During 2004, Investors Group’s redemption 
rate for long-term funds reflected significant improve- 
ment. The redemption rate declined to 9.1% at 
December 31, 2004 from 10.7% in 2003 while the 
redemption rate for all other members of the 
Investment Funds Institute of Canada (IFIC) increased 
to 15.3% at December 31, 2004 from 14.1% in 2003. 


SEGMENT STRATEGY 

Investors Group continually reviews its strategy to 

ensure that it is appropriate for both the current finan- 

cial services environment and any anticipated changes 
that would affect the industry. We strive to ensure that 
the interests of shareholders, clients, Consultants and 
employees are as closely aligned as possible. Investors 

Group’s business model embraces current trends in the 

Canadian financial services industry and our strategic 

plan is focused on: 

1. Growing our distribution network through the 
retention of existing Consultants and the attraction 
of new industry professionals. 

2. Emphasizing the delivery of financial planning 
advice, products and services through our 
dedicated network of highly trained and well- 
supported Consultants. 

3. Extending the diversity and range of products offered 
by Investors Group as we continue to build and 
maintain enduring relationships by meeting the 
changing needs of our broad spectrum of clients. 

4. Maximizing returns on business investment by: 

* Capitalizing on economies of scale through our 
relationship with Mackenzie, The Great-West Life 
Assurance Company (Great-West Life), London 
Insurance Group Inc., Canada Life and with 
Investment Planning Counsel, as a result of the 
74.7% ownership interest which IGM Financial 
acquired in May 2004. 

¢ Controlling expenditures through the management 
of staffing levels, improved productivity, effective 
and continual investments in technology, and the 
management of discretionary expenses. 

¢ Focusing resources on initiatives that have direct 
benefits to clients and Consultants. 


CORE BUSINESS 


Consultants 
Investors Group distinguishes itself from its competition 
by offering personal, long-term financial planning to its 
clients. At the centre of this relationship is a national 
distribution network of highly skilled Consultants located 
in 113 Financial Planning Centres across Canada. 

At Investors Group we are focused on growing our 
distribution network through the retention of existing 
Consultants and the attraction of new industry profes- 
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sionals. This is accomplished through the offering of a 
comprehensive and state-of-the-art financial planning 
practice support platform. Management believes that 
Consultant compensation and the constant evolution of 
our support services provide one of the best environ- 
ments in which our Consultants can build their prac- 
tices — whether they are entering the business, or are 
experienced Consultants with considerable assets under 
management. 


Recruiting and retention 
Investors Group combines a number of proven inter- 
view and testing techniques to identify high quality 
people who demonstrate a blend of experience, educa- 
tion and aptitude that makes them well suited to 
becoming successful financial planners. In 2004, we 
saw a significant improvement in Consultant retention. 
Our work in strengthening the competitiveness of 
our Consultant and field management compensation, 
recognition and support programs has been successful, 
evidenced by the growth of our Consultant network. 
At the end of 2004, Investors Group had 3,496 
Consultants, compared with 3,223 in 2003. The num- 
ber of Consultants with more than four years experi- 
ence was 2,030 compared to 1,949 a year earlier. 


Consultant development 

Management continues to focus on Consultant 
development systems. Each year, the curriculum is 
reviewed and refreshed to offer all Consultants the 
essential building blocks they require to develop their 
individual businesses. 

Consultants begin their relationship with Investors 
Group by attending a five week training program which 
is a mix of centralized and region office training, 
designed to combine technical education with field 
experience. As Consultants progress, they develop their 
skills as financial planners and business managers by 
attending a selection of focused educational programs 
including financial planning skills, product knowledge, 
client service, business development skills, compliance, 
technology, practice management and other related 
topics. Supplemental training, coaching and mentorship 
are top priorities for the Consultant network’s Regional 
Directors and Division Directors across Canada. 

In 2004, Investors Group continued to enhance 
its training and development programs for Consultants. 
The Field Development Program was introduced 


to provide enhanced coaching and mentorship to 
Consultants in their early years in the business. 
Experienced Consultants continued to benefit from 
programs which were introduced in 2003, including 
The 8 Best Practices of High-Performing Advisors’ 
Program. These programs are focused on helping 
Consultants take their practices to higher levels of 
productivity. Annual advanced educational conferences, 
featuring internal and external industry-leading profes- 
sionals, were expanded and made available to the 
entire Consultant network. 

In keeping with Investors Group’s commitment to 
maintaining the highest standards of ethical business 
practices and conduct, Consultants also receive ongoing 
training, information and guidance regarding business 
standards, and regulatory and compliance matters. 

Investors Group also supports industry initiatives to 
introduce uniform qualification requirements for use of 
the “financial planner” designation. Enrollment in pro- 
grams to achieve a Certified Financial Planner (CFP) 
designation, or the equivalent designation in the province 
of Quebec (PI. Fin.), is encouraged and supported. 


Productivity 

Investors Group implemented a number of significant 

changes in 2004 designed to enhance the competitive- 

ness of the product and service offering to our clients as 
well as changes aimed at providing greater value to our 

Consultants. These included: 

* The Field Development Program was introduced, 
enhancing the in-field training of new Consultants 
to increase the likelihood for success in their first 
two years. 

¢ The Symphony Strategic Investment Planning™ 
program was enhanced to include a new component, 
Portfolio Tuner, which is designed to help 
Consultants rebalance clients’ investment portfolios. 

* The mutual fund offering was broadened with the 
introduction of seven new income-oriented mandates, 
including two new Masterseries™ funds (Investors 
Real Return Bond Fund and Investors Income ‘Trust 
Fund), two new Corporate Class offerings (Investors 
Capital Yield Class and Investors Short-term Capital 
Yield Class), as well as three new Alto™ portfolio 
funds called Alto Monthly Income Portfolios. 

* The introduction of a series of comprehensive 
enhancements to our insurance offering, under the 
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umbrella of Insurance for the Future, which included 
the addition of Canada Life term and universal life 

options to the product shelf in conjunction with the 
introduction of a streamlined application process. 

« The Variable Rate Mortgage and the Lock & Roll 
Mortgage were added to bring expanded choice to 
the mortgage product shelf. 

Management believes that these initiatives make 
Investors Group more attractive and competitive to 
Consultants and potential Consultants, and will lead 
to greater recruitment, productivity and asset growth 
into the future. 


Products and services 

Investors Group is regarded as a leader in personal 
financial planning in Canada. This is achieved by 
delivering personal financial solutions tailored to each 
client’s individual needs. Consultants recommend 
balanced, diversified and professionally managed port- 
folios that reflect the client’s goals preferences and risk 
tolerance. They also look beyond investments to offer 
clients insurance products, banking services, mortgages 
and tax planning. 


Symphony Strategic Investment Planning™ program 
Symphony is Investors Group’s enhanced strategic 
investment planning approach. Symphony is designed to 
help Consultants build their business with a sophisticated 
investment discipline, backed by a process that provides 
a sound methodology for measuring a client’s risk toler- 
ance. Based on that assessment, Consultants are able to 
provide appropriate risk-adjusted recommendations using 
Investors Group’s extensive offering of funds. 

Symphony is a scientific and fully integrated 
approach to strategic investment planning support, from 
the assessment of a client’s risk tolerance and personal 
investment goals, to the construction and administra- 
tion of an optimal investment portfolio. 

Symphony simplifies the asset allocation process 
and provides Investors Group with a high degree of 
competitive differentiation. This approach should also 
provide clients with more predictable and stable 
investment returns over time. 

In December 2004, Symphony was further enhanced 
to include a new component, Portfolio Tuner. Portfolio 
Tuner is a tool, built into Symphony, and designed to 
help Consultants rebalance clients’ investment portfolios. 


PFP-— Personal Financial Planner 

Investors Group’s state-of-the-art financial planning 
software, the Personal Financial Planner (PFP), 
handles the full range of potential financial planning 
needs — from projections and illustrations for basic 
financial planning concepts to the preparation of 
written financial plans which integrate all disciplines 
of financial planning, including investment planning, 
tax planning, retirement planning, education planning, 
risk management and estate planning. The PFP software 
continues to enhance the quality and professionalism 
in written financial plans prepared by Investors 
Group Consultants. 


Mutual funds 

Investors Group is committed to enhancing the 
performance, scope and diversity of our investment 
products. In 2004, we completed 13 mergers involving 
our funds. The mergers will help improve the clarity 
of our offering as well as derive economies of scale for 
the benefit of our unitholders by combining smaller 
funds. In addition, certain of these smaller funds were 
merged into funds having lower management fee rates. 
As a result, unitholders of those particular funds experi- 
enced a 25 basis point reduction in management fees. 
Discussion of mutual fund activity in 2004 compared 
with 2003 is presented in the Investors Group Review 
of Segment Operating Results beginning on page 36. 


Investment management 

Investors Group has over $44.5 billion in mutual fund 
assets under management in 144 mutual funds covering 
a broad range of investment mandates. 

Through our own international team of investment 
professionals and relationships with external investment 
advisors, we provide clients with access to a wide 
range of investment advisory services. Clients can take 
advantage of the opportunity to diversify their holdings 
across fund managers, asset categories, investment 
styles, geography, capitalization and sectors through 
portfolios customized to meet their objectives. 


Investors Masterseries™ funds 

Investors Masterseries™ funds are managed by I.G. 
Investment Management, our own multi-disciplinary 
team of investment professionals with offices and advi- 
sors in North America, Europe, and Asia. Our global 
reach, combined with over 50 years of experience, 
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provides us with the depth of investment management 
capabilities that enables us to offer our clients money 
management expertise suitable for the widest range of 
investment objectives. 

The Investors Masterseries™ family of funds 
includes 47 unit trust funds and 27 Corporate Class 
funds. The Corporate Class fund structure is discussed 
later in this report. The 47 unit trust funds include 
money market, fixed income, balanced, domestic and 
international equity, global and sector mandates. As at 
December 31, 2004, total assets related to these funds 
were $38.1 billion compared with $35.0 billion in 2003, 
an increase of 8.9%. Masterseries™ unit trust funds 
represented 85.7% of the total Investors Group mutual 
fund assets under management, up slightly from 85.6% a 
year ago. At December 31, 2004, 41% of Masterseries™ 
mutual funds had four or five star ratings from the 
Morningstar* fund ranking service and 72% had a 
rating of three stars or better, compared to 40% and 
74% respectively in 2003 and is higher than the 
Morningstar’ universe of 70%. Morningstar Ratings' 
are an objective, quantitative measure of a fund’s 
historical risk-adjusted performance relative to other 
funds in its category, of which the top 10% of the funds 
in each category get a five-star rating. 

In December 2004, Investors Group introduced two 
new mutual funds. Investors Real Return Bond Fund 
was introduced to provide a level of income that is 
hedged against inflation. Investors Income Trust Fund 
was introduced to provide a high level of income with 
the potential for moderate capital appreciation. 


MORNINGSTAR! RATINGS — 
MASTERSERIES™ 


As at December 31, 2004 (% of funds) 
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i Investors Masterseries™ Rated Funds 
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(Source — Morningstar’) 


Partner funds 

Partner funds are an important element of Investors 
Group’s mutual fund product shelf, offering a range of 
investment disciplines through advisory relationships 
with other investment management firms. Partner 
funds are comprised of 27 unit trust funds and 19 
Corporate Class funds which are discussed below. 

With respect to the partner fund unit trusts, 
Investors Group continued its relationships with highly 
regarded investment managers Mackenzie Financial 
Corporation, AGF Funds Inc., Beutel, Goodman & 
Company, Ltd., Fidelity Investments Canada Limited, 
Franklin Templeton Investments Corp. and Goldman 
Sachs Asset Management, L.P. Two changes were made 
to our partner fund offering during 2004. In July, 
Bissett Investment Management, an operating division 
of Franklin Templeton Investments Corp. (Bissett 
Investment Management), based in Calgary, Alberta, 
was retained to sub-advise the new IG Bissett Canadian 
Equity Fund. Also in July, Sceptre Investment Counsel 
Ltd. was removed as a sub-advisor. 

Investors Group oversees external investment 
advisors who are responsible for ensuring that their 
activities are consistent with Investors Group’s 
investment philosophy and with the stated investment 
objectives and strategies of their respective funds. 

At December 31, 2004, partner unit trust funds 
totalled $5.3 billion or 11.8% of Investors Group’s 
mutual fund assets under management. Of this amount, 
Mackenzie currently provides investment advisory 
services for six funds with total assets of $1.6 billion. 


Investors Group Corporate Class Inc. 

Investors Group introduced Investors Group Corporate 
Class Inc., Canada’s broadest tax advantaged fund struc- 
ture in 2002. This group of funds features tax-deferred 
switching on a fee-free basis among 46 brand-name 
funds within the group. The funds include 27 of 
Investors Group’s own Masterseries ™ funds advised 

by I.G. Investment Management as well as funds 
advised by Mackenzie Financial Corporation, AGF 
Funds Inc., Beutel, Goodman & Company, Ltd., 
Fidelity Investments Canada Limited, Franklin 
Templeton Investments Corp., Goldman Sachs Asset 
Management and Bissett Investment Management. 
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The following changes were made to our partner 

Corporate Class offering during 2004: 

- In July, Bissett Investment Management was hired to 
sub-advise the new IG Bissett Canadian Equity Class. 

«In August, IG Mackenzie Universal Global Future 
Class was introduced to complement the mandate’s 
unit trust version. 

« In December, the Corporate Class structure was 
enhanced with the addition of two new fixed-income 
oriented classes. The two new classes, Investors 
Capital Yield Class and Investors Short-Term Capital 
Yield Class, were launched to provide investors with 
the ability to better diversify their Corporate Class 
investment portfolios. 

By the end of 2004, the Corporate Class funds 
had attracted $659 million in assets compared with 

$353 million in 2003. 


Managed asset and multi-manager investment programs 
Investors Group provides clients with access to a 
growing selection of asset allocation opportunities 
directed by the world’s leading money-management 
firms. These programs include: 

- Allegro™ Portfolios: The Allegro™ Portfolios 
provide a single step investinent solution offering 
geographic, investment style and asset class diversifi- 
cation. The seven portfolios include Investors 
Masterseries™ funds, Mackenzie partner funds as 
well as a wide variety of other partner funds. The 
asset mix of the Allegro™ portfolios was updated 
using the same strategic investment planning approach 
that was developed for the Symphony individual fund 
recommendations. Since their introduction in 2001 
as 1World™ Portfolios (renamed Allegro™ in 2003), 
these funds have attracted $1.1 billion in assets as 
of December 31, 2004. 

- Alto™ Portfolios: The new Alto™ Portfolios provide 
a single step investment solution offering geographic, 
investment style and asset class diversification. 
The ten portfolios include Investors Masterseries™ 
funds and Mackenzie partner funds. Seven of the 
Alto™ portfolios were introduced in October 2003 
to coincide with the launch of Symphony. Since 
their introduction in October 2003, these seven 
funds have attracted $153 million in assets as of 
December 31, 2004. 


On December 13, 2004, Investors Group introduced 
three new Alto™ portfolio funds. These portfolios, 
named the Alto Monthly Income Portfolios, are 
designed to provide investors with an ongoing monthly 
cash flow generated from a soundly diversified group 
of underlying funds. The main feature of these portfo- 
lios is series T, which is an income option through 
which investors can generate a known, expected 
monthly cash flow made up of income and return 
of capital. 

* Masterseries™ Portfolios: This is one of the 
largest fund programs in Canada with assets of 
$6.5 billion as at December 31, 2004. The program 
is comprised of eight funds which invest in 21 under- 
lying Masterseries™ funds to provide a high level 
of diversification. 

- /Profile™: This is a unique portfolio management 
program introduced in 2001 for clients with assets 
over $250,000. 7Profile™ investment portfolios have 
been designed to maximize returns and manage risk 
by diversifying across asset classes, management 
styles and geographic regions. The program is advised 
by a select group of 12 global money management 
firms such as Goldman Sachs Asset Management, 
Jarislowsky Fraser Limited and I.G. Investment 
Management, Ltd. Effective January 28, 2004, 
Waddell & Reed, I.G. Investment Management, Ltd. 
and J.P. Morgan replaced Provident Investment 
Counsel, Alliance Bernstein and AIB Govett respec- 
tively in their sub-advisory services to the 7Profile™ 
program. By the end of 2004, this program had 
attracted $437 million in assets. 


Segregated funds 

Investors Group offers eight segregated funds that are 
distributed solely by Investors Group Consultants. Our 
segregated funds provide death benefit guarantees and 
potential creditor protection. These funds also provide 
protection from long-term market volatility by provid- 
ing two levels of guarantees — 75% or 100% of the 
principal invested. The investment component of these 
products is managed by Investors Group while the 
insurance component is underwritten by The Great- 


West Life Assurance Company. 
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INSURANCE SALES 
For the financial year ($ millions) 
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Investors Group continues to be a leader in the 

distribution of life insurance in Canada. Through its 

arrangements with leading insurance companies, 

Investors Group offers a comprehensive range of term, 

universal life, whole life, disability, critical illness, long- 

term care, personal health care coverage and group 

insurance. I.G. Insurance Services Inc. currently has 

distribution agreements with: 

* The Great-West Life Assurance Company 

* The Canada Life Assurance Company 

* Sun Life Assurance Company of Canada 

¢ Clarica Life Insurance Company 

* The Manufacturers Life Insurance Company 
(Manulife) 

During 2004, sales of insurance products as meas- 
ured by annualized premiums were $30 million. Total 
face amount of insurance in force increased during 
2004 to $36 billion. The average number of policies 
sold per Consultant was 8.2 in 2004, consistent with 
2003 results. The average number of Consultants with 
insurance licenses represented 79% of the Consultant 
network. Distribution of insurance products is 
enhanced through 41 insurance specialists who assist 
Consultants with the selection of appropriate 
insurance solutions. 


Securities operations 

Investors Group Securities Inc. is an investment dealer 
registered in all provinces and territories providing 
securities services to clients seeking a broader product 
offering in combination with financial and investment 
planning. Investors Group Consultants can refer clients 
to one of the 24 securities specialists available through 
Investors Group Securities Inc. 


During 2004, assets under administration in 
Investors Group Securities Inc. grew by 15.9% to 
$5.2 billion. Total assets under administration at 
December 31, 2004 include $2.2 billion in third party 
mutual funds and securities as well as $3.0 billion in 
Investors Group’s mutual funds. This compares to 
$2.2 billion and $2.3 billion in 2003, respectively. 
The number of clients using this service grew to over 
61,300 clients, an increase of 4.4% over 2003. At 
year-end, 83% of Consultants had referred clients to 
Investors Group Securities Inc., compared to 91% in 
the prior year — a decrease of 8% largely due to an 
increase in the number of new Consultants joining 
Investors Group in 2004. At December 31, 2004, 95% 
of Consultants with at least 12 months tenure had 
referred clients compared to 97% last year. The assets 
gathered by Investors Group Securities Inc. during 
2004 were $1.1 billion, consistent with 2003. 

Management believes that its securities operation 
will continue to be an important part of its product 
and service offering, assisting Consultants in attracting 
clients and maintaining relationships with investors 
who wish to include individual securities as a part of 
their overall financial plan. 


e 
INVESTORS GROUP SECURITIES INC. 
ASSETS UNDER ADMINISTRATION 


As at December 31 ($ millions) 
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Mortgage operations 

Investors Group Consultants play an integral role in 
sourcing high-quality residential mortgages through 
client referrals to Investors Group mortgage planning 
specialists. At December 31, 2004, Investors Group 
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MORTGAGES SERVICED FOR 
INVESTORS GROUP CLIENTS 


As at December 31 ($ millions) 
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employed 50 mortgage specialists who originate 
mortgages in key residential markets. 

Mortgage originations in 2004 increased 1.2% to 
$848 million from $838 million in 2003. The propor- 
tion of residential mortgages sourced with the assis- 
tance of Consultants has remained constant at 89% in 
2004. While most of these new mortgages were sold 
to third parties through Investors Group’s mortgage 
banking operation, the servicing of these mortgages 
continues to be provided by Investors Group. 

Investors Group added the Variable Rate Mortgage 
and the Lock & Roll Mortgage to its mortgage product 
shelf on September 7, 2004 in order to provide its 
mortgage specialists and Consultants with more flexi- 
bility within the mortgage product offering. 

The Variable Rate Mortgage provides clients with 
the lowest available interest rate, discounted 1.00% 
below prime for the first 6 months and .375% below 
prime for the balance of its 5 year term with payments 
that are fixed throughout the term of the mortgage. 

If interest rates decline, the principal owing reduces 
more rapidly while, in an increasing interest rate envi- 
ronment, payments remain stable with an increased 
proportion being applied towards interest costs. 


The Lock & Roll Mortgage offers the convenience 
of a 5 year term together with the advantage of a 
discounted short term interest rate. 

Both mortgages offer convertibility features and 
prepayment options designed to meet clients’ changing 
needs. Consultants and clients have responded very 
favourably to these new product offerings. 

Investors Group mortgage operations also provide 
both origination and servicing to: 

* Investors Mortgage Fund, which because of its size 
requires a steady stream of high-quality mortgages. 

* Investors Group Trust Co. Ltd. and Investors 
Syndicate Limited, both subsidiaries of the Company. 

* London Life Insurance Company (London Life), a 
subsidiary of Great-West Lifeco Inc. 


Solutions Banking" 

Investors Group now has 18 months experience with 
our Solutions Banking’ initiative. As at December 31, 
2004, 75% of Investors Group Consultants have incor- 
porated Solutions Banking’ into their financial planning 
practices with one or more products sold. 

The offering consists of a wide range of products 
and services provided by National Bank of Canada 
under a long-term distribution agreement, and 
includes: investment loans, lines of credit, personal 
loans, creditor insurance, deposit accounts and credit 
cards. Clients have access to over 1,400 banking 
machines, as well as a private labeled client web site and 
private labeled client service centre. 

The Solutions Banking’ offering supports Investors 
Group’s approach to delivering total financial solu- 
tions for our clients via a comprehensive financial 
planning platform. 


Additional products and services 

Investors Group also provides its clients with 
guaranteed investment certificates offered by Investors 
Group Trust Co. Ltd., as well as a number of other 
financial institutions. 
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Review of Segment Operating Results 


Investors Group’s earnings from operations before interest and taxes for the year ended December 31, 2004 


compared with 2003 are presented in Table 5. 


TABLE 5: OPERATING RESULTS — INVESTORS GROUP 


($ millions) 2004 2003 CHANGE 
Fee and net investment income 
Management $ 830.3 $ 741.4 12.0% 
Administration 156.3 138.3 13.0 
Distribution 94.2 91.9 D5 
Net investment income and other 123.3 104.0 18.6 
1,204.1 1075-6 11.9 
Operating expenses 
Commissions 108.8 81.2 34.0 
Asset retention bonus and premium {55-2 110.1 41.0 
Non-commission 273.8 AO3) 14.4 
537/23 430.6 24.9 
Earnings before interest and taxes Se 060.3.) pamnota.0) 3.3% 


FEE INCOME 

Fee income is generated from the management, 
administration and distribution of 144 Investors 
Masterseries™, partner and managed asset investment 
funds. The distribution of insurance and banking prod- 
ucts and the provision of securities services provide 
additional fee income. 

Fee income represented 89.8% of gross revenue in 
2004, compared with 90.3% in 2003. Total fee income 
increased by $109.2 million to $1.1 billion, an increase 
of 11.2% from 2003. Fee income is driven primarily by 
the level and composition of assets under management. 
Assets under management are influenced by three factors: 
sales, redemption rates and capital markets, including 
relative investment performance. The changes in assets 
under management in 2004 compared with 2003 are 
summarized in ‘Table 6. 

For the year ended December 31, 2004, sales of 
Investors Group mutual funds through its Consultant 
network were $4.7 billion, an increase of 17.4% from 
2003. This compares to an overall industry increase in 
mutual fund sales of 27.5%. Mutual fund redemptions 
totalled $4.5 billion for the same period, a decrease of 


7.3% from $4.9 billion in 2003. Investors Group’s 
redemption rate for long-term funds decreased to 9.1% 
in 2004 from 10.7% in 2003, and remains well below 
the corresponding redemption rate of 15.3% for all 
other members of IFIC. Net sales of Investors Group 
mutual funds were $218 million in 2004 compared with 
net redemptions of $839 million in 2003. 

Sales of long-term funds were $3.7 billion in 2004, 
compared with $3.1 billion in 2003, an increase of 19.7%. 
Net redemptions of long-term funds were $81 million 
compared to net redemptions of $855 million in 2003. 
Certain sales of long-term funds in the first quarter 
of 2004, sourced through Investors Group’s Solutions 
Banking" loan programs, were deposited and held in 
Investors Group’s Money Market Fund on a one-day 
basis and then transferred into long-term mutual funds. 
Including these sales, the sales and net sales of long-term 
funds for the year ended December 31, 2004 would 
have been $3.8 billion and $52 million respectively. 

Investors Group’s mutual fund assets under manage- 
ment were $44.5 billion at December 31, 2004, an 
increase of $3.6 billion or 8.8% from December 31, 2003. 
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TABLE 6: CHANGE IN MUTUAL FUND ASSETS UNDER MANAGEMENT — INVESTORS GROUP 


Sales $°14,7223 8Gn Ont 17.4% 
Redemptions 4,504.4 4,860.1 (7:3) 
Net sales (redemptions) 21769 (838.9) N/M 
Market and income ecreiiath a 155.0 (18.5) 
Net change in assets 3,605.6 3,3 LON 8.7 
Beginning assets 40,9042 37,588.1 8.8 
Ending assets $ 44,509.8 $ 40,904.2 8.8% 
Consists of: 
Investors Masterseries™ $938,570:2) 95935.20 702 9.4% 
IG Mackenzie 1,696.8 152502 35.7 
Partner funds 3,805.4 3,997.8 (4.8) 
7Profile™ funds 437.4 389.0 12.4 
$ 44,509.8 $ 40,904.2 8.8% 
Average daily assets $ 42,493.4 $ 37,980.3 11.9% 


The increase in assets from December 31, 2003 reflects 
positive market action of $3.4 billion and net sales of 
mutual funds totalling $218 million. The increase in 
assets in the industry for the twelve months ended 
December 31, 2004 was 13.3%. 

Investors Group earns management fees for invest- 
ment management services provided to its mutual 
funds. In 2004, management fee income increased by 
$88.9 million or 12.0% to $830.3 million. This increase 
in fee income reflects the increase of 11.9% in average 
daily mutual fund assets in 2004 compared with 2003. 

Investors Group earns administration fees for 
providing: 

- Administrative services to its mutual funds through 
certain of its subsidiaries. 

+ Trusteeship services to its mutual funds through 
Investors Group Trust Co. Ltd. 

Administration fees totalled $156.3 million in 2004, 
up 13.0% from $138.3 million in 2003. During the 
twelve month period, fees charged to the mutual funds 
for administrative services increased $7.8 million due to 
increases in related non-commission expenses. Increases 
in trustee fees resulted from growth in average mutual 
fund assets in 2004 compared to 2003. Other adminis- 


tration fees increased due to both the growth in average 

mutual fund assets during 2004 compared to 2003 and 

the introduction of the fixed rate service fee on deferred 

sales charge and no-load products in August 2003. 

Distribution fees are earned from: 

- Redemption fees or back-end loads on mutual funds 
subject to a deferred sales charge. In 2003, Investors 
Group revised redemption fee rates on mutual funds 
sold subject to a deferred sales charge. Fees charged 
range from 5.5% in the first year reducing to nil after 
seven years and are consistent with industry rates. 
Previously, redemption fee rates ranged from 3.0% 
in the first year reducing to nil after six years. 

¢ Distribution of insurance products through I.G. 
Insurance Services Inc. 

¢ Provision of securities services through Investors 
Group Securities Inc. 

« Provision of banking services through Solutions 
Banking", an arrangement with the National Bank 
of Canada introduced in June 2003. 

Distribution fee income of $94.2 million in 2004 
increased by 2.5% from $91.9 million in 2003. 
Distribution fees related to securities, insurance and 
banking operations increased in 2004 as a result of 
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higher business volumes. This was offset in part 
by lower redemption fee income which declined by 
$3.9 million primarily due to lower redemptions 
subject to deferred sales charges. 


NET INVESTMENT INCOME AND OTHER 

Net investment income and other includes interest and 
dividends earned on cash and cash equivalents, securi- 
ties and mortgage loans. It also includes gains and 
losses on the sale of securities, Investors Group’s share 
of an affiliate’s earnings as well as income related to 
mortgage banking activities. Investors Group measures 


net investment income as the difference between invest- 


ment income and interest expense. Interest expense 
includes interest on deposit liabilities, certificates and 
a component of the Corporation’s long-term debt, but 
excludes interest expense on debt incurred to finance 
the acquisition of Mackenzie. 

Net investment income and other totalled 
$123.3 million, an increase of $19.3 million or 18.6% 
from $104.0 million in 2003. This increase was due 
principally to an increase of $16.5 million in Investors 
Group’s share of GWL’s earnings as well as increases 
in gains on the sale of securities and in revenues related 
to mortgage banking activities. 


OPERATING EXPENSES 

Investors Group incurs commission expense in connec- 

tion with the distribution of its financial services and 

products, particularly its mutual funds. Commissions 
are paid on the sale of these products and will fluctuate 
with the level of sales. Commission expense was 
$108.8 million in 2004, an increase of $27.6 million 
from $81.2 million in 2003. The increase in commis- 
sion expense was related to: 

+ Increase in amortization of commissions totalling 
$19.1 million in 2004 related to prior year sales. This 
increase reflects the impact from the change in esti- 
mate, effective April 1, 2001, which increased the term 
of amortization on sales commissions to 72 months. 

* Increase in amortization of commissions of $3.3 mil- 
lion related to higher commission payments in 2004 
compared with 2003. The increase in commission 
payments results from both higher mutual fund sales 
and an increase in commission rates introduced in 
2003 as part of Investors Group’s realignment of its 
Consultant compensation. 


- Increases in other compensation related to 
mutual fund operations, insurance, mortgage and 
banking products. 

In 2004, asset retention bonus (ARB) and asset 
retention premium (ARP) expenses were comprised of 
the following: 
¢ Regular ARB which is paid monthly and is based on 

the month-end value of assets under management. 
As part of Investors Group’s realignment of its 
Consultant compensation in 2003, increases to the 
ARB rate paid to Consultants were introduced. 
Regular ARB expense increased by $28.7 million in 
2004 as a result of both the increase in assets under 
management and the increase in the ARB rate paid 
to Consultants. 

+ Asset retention premium (ARP) which is a deferred 
component of compensation designed to promote 
Consultant retention. The ARP, which was announced 
in 2003, and is also based on the level of assets under 
management, was effective beginning in 2004 and 
totalled $16.4 million in 2004. 

Non-commission expenses include: costs incurred 
by Investors Group in the support of its Consultant 
network; the administration, marketing and manage- 
ment of its mutual funds and other products; as well 
as all other expenses in the operation of its business. 

Non-commission expense totalled $273.8 million in 
2004 compared with $239.3 million in 2003, an increase 
of $34.5 million or 14.4%. Increases in expenses were 
primarily due to: 

* Unitholder compensation of $28.8 million recorded 
in the fourth quarter of 2004 as discussed earlier. 

+ Increases in expenses related to the administration 
of Investors Group’s mutual funds due to increased 
transactional volumes. 

* The amortization of capital expenditures and post 
conversion activity costs, both of which were related 
to the single shareholder system. Investors Group 
and Mackenzie merged their transfer agency and 
unitholder record keeping systems into one share- 
holder system in November 2003, preserving the 
integrity and privacy of their respective client bases. 

+ Increases in sub-advisory fees as a result of increases 
in these assets under management. 
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+ Increases in Consultant network support costs as 
a result of increased numbers of Consultants and 
increased activity levels. 

Non-commission expense of $273.8 million in 2004 
also includes a reduction of $3.7 million recorded in the 
third quarter of 2004 which represents a portion of the 
general allowance for credit losses. This reduction of a 
portion of the general allowance results from the peri- 
odic review of the credit quality of Investors Group’s 
mortgage portfolio and the adequacy of the related 


general allowance and reflects changes in the size and 
composition of portfolios, improving default and loss 
trends and continued improvement in underwriting 
and default management policies and processes. 

Investors Group continues to benefit from the 
impact of synergies related to the transition work 
completed with Mackenzie. In addition, management 
continues to focus on both control of discretionary 
expenses and expense reductions beyond the opportu- 
nities created by the transition activities. 
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MACKENZIE 


Review of the Business 


Mackenzie is a multi-faceted investment management 
and financial services corporation founded in 1967. 
Mackenzie’s core business is the management and 
administration of mutual funds on behalf of Canadian 
investors and their financial advisors. 


ASSET MANAGEMENT OPERATIONS 

As of December 31, 2004, more than one million 
clients held Mackenzie mutual funds and segregated 
funds purchased through a network of over 30,000 
independent financial advisors. Under the Mackenzie 
master brand, the Mackenzie family includes: Cundill, 
Ivy, Keystone, Maxxum, Sentinel’*, Select Managers’, 
Symmetry, Universal, and the recently introduced 
Mackenzie Structured Products brand. Total Mackenzie 
assets under management and administration increased 
13.9% during the year to total $43.3 billion. 

Gross sales of Mackenzie mutual funds were 
$6.8 billion for 2004, an industry leading figure for 
non-bank-owned fund complexes. Net sales for the year 
totalled $795 million. This compared to $5.3 billion 
gross sales and $69 million net redemptions in 2003. 

In 2004, Mackenzie received six awards at the 
annual Canadian Investment Awards. Fred Sturm, 
lead manager of the Mackenzie Growth Fund and the 
Mackenzie Universal Canadian Resource Fund, had the 
distinction of being named “Analysts’ Choice Fund 
Manager of the Year”. Mackenzie is now home to the 
“Analysts’ Choice Fund Manager of the Year” award 
winner for six of the past seven years. Peter Cundill, 
lead manager of the Mackenzie Cundill Funds, received 
this award last year. Jerry Javasky, lead manager of 
Mackenzie’s Ivy Funds, received the distinction in 1998 
and 2002, and Ian Ainsworth, the award winner for 
1999 and 2000, joined Mackenzie in 2003 to head up 
its growth equity team. 

With such a broad range of funds and investment 
styles, Mackenzie’s mutual funds experience periods of 
both over and under relative performance. Cundill 
Funds continued their industry leading performance 
during 2004 with all seven rated funds qualifying for 
the five star rating offered by Morningstar', a leading 
fund rating service. As at December 31, 2004, all 
Cundill Funds were ranked in the first quartile for 
both three and five year performance by Morningstar'. 


It was a year of relative underperformance for the 
Ivy Funds. The continued strength of the Canadian 
dollar during 2004 had a negative impact on the returns 
of the foreign holdings in this fund family. Ivy’s 
approach to investing continues to be the building of 
diversified portfolios of high quality businesses that 
exhibit the characteristics of conservative growth 
purchased at reasonable prices. Currency is not hedged 
so that the funds offer Canadian investors diversification 
not only in terms of foreign businesses, but also in terms 
of foreign currencies. In addition, the market activity in 
2004 was focused on natural resource and energy linked 
companies as well as on cyclical and recovery stories, 

a narrow market in which the Ivy Funds tend not to 
participate. Despite this, the Ivy funds continue to have 
solid long-term performance records and to attract 
significant investor interest. 

Another important measure of performance is 
recognition by investors. The Mackenzie Maxxum 
Dividend Fund and the Mackenzie Maxxum Dividend 
Growth Fund grew from assets of $1.8 billion to 
$2.6 billion over the year. These funds focus on conser- 
vative core value and are well positioned to address 
the retirement planning needs of an aging population. 

Overall Mackenzie’s relative fund performance 
continues to be strong. At December 31, 2004, 36% 
of Mackenzie mutual funds had a four or five star 
Morningstar! rating which is unchanged from Decem- 
ber 31, 2003, and is higher than the Morningstar* 
universe of 32%. As at December 31, 2004, 66% of 


MORNINGSTAR? RATINGS — 
MACKENZIE 
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Mackenzie’s mutual funds had a rating of three stars 
or better. This compares with 71% at December 31, 


2003 and compares to the Morningstar‘ universe of 70%. 


Mackenzie continues to streamline its product line 
to avoid duplication, create efficiencies, and enhance 
the value provided to investors. During 2004 six funds 
were merged into other funds with similar mandates to 
create better economies of scale for Mackenzie investors. 


MARKET SHARE OF LONG-TERM 
MUTUAL FUND ASSETS 


As at December 31 (%) 
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PRODUCT DEVELOPMENT, 

SERVICE AND POSITIONING 

Mackenzie is a recognized product innovator in Canada 
and is constantly striving to develop better products 
that meet the evolving needs of investors. Mackenzie 
pioneered the now common RSP clone fund concept. 
In recent years, Mackenzie has faced significant compe- 
tition from structured yield products such as income 
trusts, structured funds of income trusts, closed-end 
TSX listed equity, fixed income and derivative split 
share products, and bank principal guaranteed equity 
fund structures. Over the last five years the market cap- 
italization of income trusts listed on the TSX has 
grown significantly. In contrast, open-ended mutual 
funds experienced net redemptions in 2003 and only 
modest net sales growth in 2004. 

Management is confident that it can meet these 
competitive market forces with superior investment 
product structures for financial advisors and their 
clients. Mackenzie’s ability to innovate has historically 
been a key to growth in assets under management 
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and administration. In mid-2004 Mackenzie formal- 
ized a Structured Products Group to focus on such 
opportunities and to drive all non-mutual-fund 
product development. 

In partnership with CIBC, Mackenzie issued CIBC 
FULPaY' Mackenzie Funds-Linked Deposit Notes 
Series 4, 5 and 6. The Notes have the potential to 
deliver returns through a link to the performance of 
selected Mackenzie funds. Sold over a selling period of 
limited duration and traded on the secondary market, 
these debt instruments proved popular with investors 
seeking the upside potential offered by mutual funds 
but concerned about safety of principal. Total sales of 
the three Mackenzie issued CIBC FULPaY' Mackenzie 
Funds-Linked Deposit Notes exceeded $75 million in 
2004. In June the structured products team closed its 
first Resource Limited Partnership, which at Decem- 
ber 31, 2004 had assets of $33.8 million. In December, 
the team ended the year with an offering under the 
Maxxum Trust banner which raised net proceeds of 
$95.2 million on the initial closing and $8.1 million 
on the final closing in early 2005. Underlying assets 
of the various structured products are being managed 
by Mackenzie investment managers. We expect the 
Structured Products Group to continue to be active 
in 2005. 

‘To compete with in-house wrap programs developed 
by some distributors, we launched Symmetry, an asset 
allocation product, in February 2004. Symmetry, tar- 
geted at the emerging affluent investor, has a minimum 
investment requirement of $25,000. Symmetry portfo- 
lios are constructed to meet each investor’s unique 
profile using strategic asset allocation and are extremely 
tax efficient due to their use of the Mackenzie Capital 
Class platform. The program allows further customiza- 
tion with the integration of active funds to incorporate 
style biases, investment themes, or concentration on a 
particular geographic region. Symmetry brings together 
the best of strategic asset allocation and advice to 
provide a level of customization not available with most 
other programs. At December 31, 2004, Symmetry 
assets were $290.5 million. 

The ongoing strong performance of the resource 
sectors provided an opportunity for Waddell & Reed, 

a major business partner of Mackenzie in the United 
States. Waddell & Reed acts as a sub-advisor to 
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Mackenzie and also distributes in the United States the 
Ivy Global Natural Resource Fund. Several leading 
investment firms in the United States have recom- 
mended the fund, and as a result assets in this fund 
grew from $190.0 million at the beginning of the year 
to $1.1 billion as at December 31, 2004. 

VenGrowth Capital Partners Inc. (VenGrowth) 
added to its family of retail venture capital funds and, in 
late 2003, launched VenGrowth Traditional Industries 
Fund, its most conservative offering to date. The fund, 
with assets of $26.1 million at the end of 2004, uses 
VenGrowth’s hallmark later-stage investment strategy. 
Mackenzie markets and is the fund administrator for 
VenGrowth’s retail funds, which at December 31, 2004 
totalled $1.0 billion in assets. 

Financial advisors insist on a high quality back office 
service as part of the overall partnership with a fund 
company. It is for that reason Mackenzie continues to 
invest in technology, process improvement and its 
people. A recent survey of advisor preferences con- 
ducted by TARP, a customer service research firm, 
found that financial advisors’ overall satisfaction levels 
with Mackenzie’s service are at an all time high since 
research was commenced in 2001. Mackenzie continues 
to evolve and look at new ways of doing business to 
increase efficiencies and to continue to leverage the 
group wide opportunities within the Power Financial 
group of companies. 


DEALER, TRUST AND 
ADMINISTRATION SERVICES 
MRS Group partners with independent financial advi- 
sors and their dealer firms to provide product and 
service solutions that increase their competitive advan- 
tage in the marketplace. MRS Group has supported the 
independent advice channel for more than 20 years. 
MRS Group is comprised of M.R.S. Inc., a mutual 
fund dealer, M.R.S. Trust Company (M.R.S. Trust), a 
federally-regulated trust company, M.R.S. Securities 
Services Inc., an IDA member firm, and Winfund 
Software Corp., a developer and distributor of dealer 
back-office software. These companies work together to 
support Canadian investment and mutual fund dealers 
and their financial advisors. Since 1998, MRS Group 
has sponsored and distributed the Keystone Funds and 
currently has over $1 billion under management. MRS 


Group contributes to a strong and competitive market 
for segregated and mutual fund distribution. 

At December 31, 2004, MRS Group serviced 
approximately 638,000 registered and investment 
accounts on behalf of Mackenzie, Investors Group 
Securities Inc. and Investment Planning Counsel, all 
of which are affiliates. This compares with approxi- 
mately 615,000 in 2003. In addition, MRS Group 
serviced over 269,000 registered and investment 
accounts at December 31, 2004 on behalf of more 
than 200 other dealers and their advisors compared 
with 279,000 in 2003. 


MRS GROUP INVESTOR ACCOUNTS 
UNDER ADMINISTRATION 


As at December 31 (thousands) 
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ASSETS UNDER MANAGEMENT 

AND ADMINISTRATION 

Total Mackenzie assets under management and admin- 
istration as at December 31, 2004 were $43.3 billion, an 
increase of 13.9% over the previous year. 

Mackenzie’s mutual fund assets under management 
were $37.3 billion at December 31, 2004, an increase of 
10.4% from $33.8 billion at December 31, 2003. 

Sales of Mackenzie’s mutual funds were $6.8 billion, 
an increase of 28.5% from $5.3 billion in 2003. This 
compares to an overall industry increase in mutual fund 
sales of 27.5%. During 2004 redemptions of mutual 
funds were $6.0 billion as compared to redemptions of 
$5.4 billion in 2003. Net sales of mutual funds during 
2004 were $795 million, as compared to net redemp- 
tions of $69 million last year. Despite improving market 
conditions in 2004, investors were slow to return to the 


IGM FINANCIAL INC. ANNUAL REPORT 2004 / MANAGEMENT’S DISCUSSION AND ANALYSIS 43 


equity markets and for much of the year remained 
invested in conservative investments such as money 
market, income and balanced funds. Net sales of long- 
term funds were $819 million in 2004, compared to 
$209 million in 2003. 

During 2004, Mackenzie’s redemption rate for long- 
term funds was 13.8% as compared to 13.0% in 2003. 
A factor contributing to this increase is the growth in 
the amount of Mackenzie’s mutual fund units that were 
originally sold on a deferred sales charge basis that are 
no longer subject to a redemption fee. The redemption 
rate for long-term funds for all other members of IFIC 
increased to 14.8% at December 31, 2004 from 13.8% 
in 2003. 

Market performance increased mutual fund assets by 
$2.7 billion during the year, as compared to an increase 
of $3.0 billion in 2003. 


In addition to its mutual fund business, an important 
component of Mackenzie’s operations is the provision 
of investment management, administration and distri- 
bution services for other investment products. As at 
December 31, 2004, Mackenzie provided investment 
management services to private and institutional 
accounts with assets of $4.9 billion, a 48.3% increase 
from the corresponding period last year, and provided 
administration and distribution services to venture 
capital funds with $1.0 billion in net assets. Also at 
December 31, 2004, Mackenzie’s structured products 
totalled $129.0 million, excluding the assets in the 
CIBC FULPaY' Mackenzie Funds — Linked Deposit 
Notes, as those assets are included in the underlying 
Mackenzie mutual fund. 


TABLE 7: CHANGES IN ASSETS UNDER MANAGEMENT AND ADMINISTRATION — MACKENZIE 


($ millions) 2004 2003 CHANGE 

Mutual Funds 
Sales 56,7804 or o,282.3 28.5% 
Redemptions 90 See bec 12.0 
Net sales (redemptions) 795.3 (69.4) N/M 
Market and income DE eal) 2,979.2 (8.3) 
Net change in assets 3,528.3 2,909.8 DNS 
Beginning assets 335/097) 30,860.1 9.4 
Ending assets 37,298.2 33,769.9 10.4 


C—O 


Private and Institutional Clients 
Investors Group 
Great-West Life/London Life 
Other 


Dee —— EEE 


Structured Products 
Labour Sponsored Funds 


Total 


Average daily mutual fund assets 


1,696.8 2502 B.7/ 
1,695.5 1,469.9 15.3 
Ney Wek) 591.9 156.5 
4,910.8 J SG 48.3 
129.0 = N/A 
1,010.7 992.6 1.8 

$ 43,348.7 $ 38,074.5 13.9% 

$935,427.58. 5 30,8779 14.7% 
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Review of Segment Operating Results 


Mackenzie’s earnings from operations before interest and taxes for the year ended December 31, 2004 


compared with 2003 are presented in Table 8. 


TABLE 8: OPERATING RESULTS — MACKENZIE 


($ millions) 2004 2003 CHANGE 
Fee and net investment income 
Management ® 645.5 S 598-2 15.6% 
Administration 140.5 148.5 (5.4) 
Distribution 35,0 39.6 (10.1) 
Net investment income and other 15.8 39 (20.6) 
837.4 766.2 9.3 
Operating expenses 
Commissions 150.3 141.7 6.1 
Trailer fees 169.9 142.3 19.4 
Non-commission 25516 Loaded (0.7) 
Bye) 541.3 6.4 
Earnings before interest and taxes $ 261.6 $ 224.9 16.3% 


FEE AND NET INVESTMENT INCOME 
Management fees were $645.5 million for the year 
ended December 31, 2004, an increase of $87.3 million 
from $558.2 million in 2003. This increase is consistent 
with the 14.7% increase in Mackenzie’s average mutual 
fund assets under management and the increase in the 
average management fee rate, a result of an increase in 
the percentage of assets in equity funds which have a 
higher management fee rate than money market and 
fixed income funds. Also contributing to the year over 
year growth in management fees was an increase in 
private and institutional assets under management. 
Administration fees include the following main 
components: operating expenses charged to funds; fees 
earned from administering the VenGrowth labour 
sponsored venture capital funds; asset allocation fees; 
and trustee and other administration fees generated 
from the MRS Group account administration business. 
Administration fees declined by $8.0 million to 


$140.5 million in 2004 compared to $148.5 million in 
2003. The decline in administration fees is attributable 
to a $5.4 million decline in operating expenses charged 
to funds, consistent with the decline in expenses 
incurred by Mackenzie on behalf of its mutual funds, 
and a reduction of $2.6 million in asset allocation fees 
and administration fees earned by the MRS Group. 

Mackenzie earns distribution fee income upon 
redemption of mutual fund units sold on a deferred sales 
charge basis. Fees charged range from 5.5% in the first 
year and decrease to zero after seven years. Distribution 
fee income decreased $4.0 million to $35.6 million from 
$39.6 million in the previous year. This decrease is a 
result of the aging of Mackenzie’s mutual fund units, 
which results in lower applicable redemption fees. 

Net investment income and other represents the net 
interest margin from M.R.S. Trust’s lending and deposit 
operations. Net investment income in 2004 was 
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$15.8 million, a decline of $4.1 million from $19.9 mil- 
lion in 2003. The decline in the current year is prima- 
rily attributed to a gain realized on the disposition of 
real estate held for sale in 2003. There is no correspon- 
ding gain in the current year’s results. The remainder of 
the decline is due to changes in the composition of 
M.R.S. Trust’s lending and deposit portfolios and the 
compression of the net interest margin thereon. 


OPERATING EXPENSES 

Mackenzie’s operating expenses increased $34.5 mil- 
lion to $575.8 million from $541.3 million in the 
previous year. 

Commission expense, which represents the amortiza- 
tion of deferred selling commissions, increased $8.6 mil- 
lion to $150.3 million from $141.7 million in 2003. 
Mackenzie amortizes deferred selling commissions over 
a maximum period of seven years. However, to the extent 
fees are received on the redemption of the underlying 
mutual fund units, amortization is accelerated. 

Trailer fees paid to dealers were $169.9 million in 
2004, an increase of $27.6 million from $142.3 million 
in the previous year. Trailer fees as a percentage of 
average mutual fund assets under management 
increased to 47.9 basis points in the current year as 
compared to 46.2 basis points last year. The increase 
in trailer fees was consistent with: 


* The year over year growth in the average mutual fund 
assets under management; 

* The shift in the percentage of Mackenzie’s mutual 
fund assets invested in long-term equity funds as 
opposed to short-term money market funds, which 
contributed to a higher average trailer fee rate; and, 

¢ The percentage of Mackenzie’s mutual fund assets that 
were purchased on a front-end basis as opposed to a 
deferred sales charge basis, which also contributed to 
a higher average trailer fee rate. 

Non-commission expenses decreased $1.7 million 

to $255.6 million in 2004 from $257.3 million in 2003. 

A component of the non-commission expenses incurred 

by Mackenzie is related to the administration of its 

mutual funds. These expenses, which are recovered 
from Mackenzie’s mutual funds, declined in the current 
period as compared to last year, largely a result of con- 
tinued cost synergies being realized from the transition 
work with Investors Group. This reduction in non- 
commission expenses was partially offset by an increase 
in sub-advisory expenses incurred by Mackenzie in the 
management of its mutual funds, consistent with the 
growth in its sub-advised assets under management as 
compared to the prior year. 
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IGM FINANCIAL INC. 


Consolidated Financial Position 


IGM Financial’s on-balance sheet assets totalled 
$6.47 billion at December 31, 2004, compared 
to $6.29 billion at December 31, 2003. 


SECURITIES 

The Company’s holdings of securities were $126.3 mil- 
lion at December 31, 2004, an increase of $20.1 million 
or 18.9% from 2003. The fair value of the Company’s 
portfolio at December 31, 2004 exceeded cost by 
$127.8 million compared with $137.8 million at 
December 31, 2003. 

IGM Financial continually strives to ensure that 
its portfolio holdings are of the highest quality. To 
manage the market and credit risk associated with the 
securities portfolio, a Senior Management Investment 
Committee monitors the Company’s portfolio and 
approves all purchases. 

This Committee regularly reviews the portfolio to 
identify holdings where there has been an other than 
temporary decline in value. In these circumstances, 
the carrying amount of the security is written down 
to recognize the loss. 


LOANS 

Loans, including mortgages and personal loans, 
decreased by $31.4 million to $496.7 million at Decem- 
ber 31, 2004 and represent 7.7% of total assets com- 
pared to 8.4% in 2003. This decrease is comprised of 
$17.1 million in mortgages and personal loans related 
to the Company’s intermediary activities and a decrease 
of $14.3 million in residential loans related to the 
Company’s mortgage banking operations. 

Residential mortgage loans, sourced with the assis- 
tance of Investors Group Consultants, are primarily 
designated for sale to third parties on a fully serviced 
basis through Investors Group’s mortgage banking 
operations. Mortgage loans sourced through mortgage 
brokers and personal loans sourced through the MRS 
Group relate to M.R.S. Trust’s intermediary activities. 


M.R.S. Trust also sells mortgages and personal loans to 
third parties on a fully serviced basis through its securi- 
tization activities. 


Credit Risk 

At December 31, 2004, impaired loans totalled $0.4 mil- 
lion compared to $2.2 million at December 31, 2003, 
and represented 0.07% of the total loan portfolio, 
compared with 0.40% at December 31, 2003. The 
general allowance for credit losses was $17.8 million at 
December 31, 2004 compared to $21.5 million in 2003. 
The Company monitors its credit risk management 
policies continuously to evaluate their effectiveness. 
The Company also periodically reviews the credit 
quality of the loan portfolios and the adequacy of the 
related general allowance. In 2004, the Company 
reduced its general allowance by $3.7 million to reflect 
changes in the size and composition of the portfolios, 
improving default trends, and continued improvement 
in underwriting and default management policies and 
procedures. These policies and practices have resulted 
in the effective control of impaired loans. 

Management continued its conservative policy of 
maintaining adequate allowances to absorb all known 
and foreseeable credit-related losses in the mortgage, 
loan, and real estate portfolios. The allowance for 
credit losses exceeded impaired mortgages and loans by 
$17.4 million as at December 31, 2004, compared to 
$19.3 million at December 31, 2003. 

As at December 31, 2004: 
¢ The portfolios were 95% residential and 61% insured. 
« The portfolios were in excess of 80% owner occupied. 
« Mortgages in the portfolio were geographically diverse. 
¢ Strict credit risk management policies continue to 

be applied. 

The characteristics of the mortgage portfolios at 
December 31, 2004 described above are consistent with 
prior years. 
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Consolidated Liquidity and Capital Resources 


TLIO DCAD Ne 

IGM Financial’s operating liquidity is required for 

- Financing ongoing operations, including the funding 
of selling commissions. 

- Temporarily financing mortgages in its mortgage 
banking facility. 

+ Meeting regular interest and dividend obligations 
related to long-term debt and preferred shares. 

+ Payment of quarterly dividends on its outstanding 
common shares. 

* Maintaining liquidity requirements for regulated 
subsidiaries. 


EARNINGS BEFORE INTEREST, 
TAXES, DEPRECIATION AND 
AMORTIZATION (EBITDA) 


For the financial year ($ millions) 
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® EBITDA — 2001 excludes Mackenzie restructuring costs. 
2003 excludes dilution gain and restructuring reversal 
related to Mackenzie. 2004 excludes unitholder 
compensation costs. 

® Cash flow available from operations before payment 
of commissions. 


A key liquidity requirement for the Company is 
the funding of commissions paid on the sale of mutual 
funds. Commissions paid continue to be fully funded 
through management fee revenue earned on mutual 
fund assets under management and through additional 
sales charges levied in connection with the early 
redemption of mutual funds. 

The Company also maintains sufficient liquidity 
to fund and temporarily hold mortgages. Through its 
mortgage banking operations, most of the mortgages 
are sold to third parties on a fully serviced basis. In 


order to effectively manage its overall liquidity, the 
Company is active in both the whole loan sale and 
securitization markets. During 2004, whole loan sales 
to third parties totalled $712.1 million and proceeds 
from securitizations were $207.1 million, compared with 
$847.3 million and $126.7 million respectively in 2003. 

IGM Financial continues to generate significant 
cash flows from its operations. Earnings before interest, 
taxes, depreciation and amortization (EBITDA) totalled 
$1,253.1 million for 2004 compared to $1,138.6 million 
in 2003, and represents an increase of 10.1%. 

Other potential sources of liquidity include the 
Company’s portfolio of securities and lines of credit. 
As at December 31, 2004, the fair value of the marketable 
securities in its portfolios and those of its unregulated 
subsidiaries was $229.1 million. The Company main- 
tains operating lines of credit totalling $210 million with 
various Schedule A Canadian chartered banks, of which 
$50 million represented committed lines of credit. 

Liquidity can also be provided through IGM 
Financial’s demonstrated ability to raise funds in the 
capital markets. 


Cash Flows 

Table 9 — Cash Flows is a summary of the Consolida- 

ted Statements of Cash Flows which form part of the 

Consolidated Financial Statements for the year ended 

December 31, 2004 on page 62. 

Operating activities, before payment of commis- 
sions, generated $790.4 million during the year ended 
December 31, 2004, as compared to $673.2 million in 
2003. Cash commissions paid of $305.8 million in 2004 
compared with $231.0 million in 2003 and reflects both 
the increase in mutual fund sales over 2003 levels and 
the increase in commission rates on Investors Group’s 
mutual fund sales introduced in 2003 as part of changes 
in Consultant compensation. 

Financing activities during the year ended Decem- 
ber 31, 2004 compared to the same period in 2003 
related primarily to: 

- A decrease of $39.1 million in deposits and certificates 
in 2004 compared to an increase of $20.4 million in 
2003 as a result of changes in both the demand and 
term deposit levels. 
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TABLE 9: CASH FLOWS 


($ millions) 2004 2003 CHANGE 


Operating activities 


Before payment of commissions LO: De Ol sez 17.4% 
Commissions paid (305.8) (23.1.0) (32.4) 
Net of commissions paid 484.6 aoe 9.6 
Financing activities (569.5) (230.0) (147.6) 
Investing activities (19.4) (14.4) (34.7) 
(Decrease) increase in cash and cash equivalents (104.3) 197.8 N/M 
Cash and cash equivalents, beginning of year 969.3 TIS 25,6 
Cash and cash equivalents, end of year $ 865.0 59693 (10.8) % 
- The payment of regular preferred and common share ¢ The acquisition of Investment Planning Counsel, net 
dividends which increased to $312.8 million in 2004 of cash and cash equivalents assumed, which totalled 
from $274.0 million in 2003 as a result of increases in $62.6 million. 
IGM Financial’s common share dividends. ¢ The purchase of $61.7 million in securities and securities 
- The repayment of the remaining $175 million of sales with proceeds of $78.5 million compared with 
Floating Bankers’ Acceptance in the fourth quarter $9.0 million and $91.7 million respectively in 2003. 
of 2004 as well as the repayment of long-term debt - Increases in residential mortgages related to the 
assumed on the acquisition of Investment Planning Company’s mortgage banking operations and personal 
Counsel in May 2004. loans of $167.0 million compared with an increase of 
* The repurchase of 756,100 common shares under $105.8 million in 2003 offset by securitizations of 
IGM Financial’s normal course issuer bid at a cost of $207.1 million in 2004 and $126.7 million in 2003. 
$26.9 million. Other activity in 2003 related to the purchase of, 
Other activity in 2003 related to the issue of $300 mil- by way of private placement, 2,662,690 common shares 
lion in debentures and the repayment of $275 million of Great West Lifeco Inc., an affiliate of the Company, 
in long-term debt. for total cash consideration of $100 million related to 
Investing activities during the year ended Decem- their acquisition of Canada Life. 


ber 31, 2004 compared to the same period in 2003 
related primarily to: 


Contractual Obligations 
TABLE IO: CONTRACTUAL OBLIGATIONS 


PAYMENTS DUE BY PERIOD 


ory LESS THAN le = 3 7 roe) AFTER 
AS AT DECEMBER 31, 2004 ($ millions) TOTAL I YEAR YEARS YEARS 5 YEARS 
Long-term debt” $ 1,226.8 Sales wy EO $ -  §$ 1,200.0 
Operating leases” 163.6 38.8 62.0 eh, 25.6 
Total contractual obligations $ 1,390.4 $ 40.6 $ 87.0 $3 eda bane 2580 
a ee eee ee ee 


” Refer to Note 12 of the Consolidated Financial Statements. 
Q) oy De Pa ¥, y “ 4 
Includes office space and equipment used in the normal course of business. 


Lease payments are charged to earnings in the period of use. 
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INTEREST RATE RISK 

The objective of the Company’s asset liability man- 
agement is to control interest rate risk by actively 
managing its interest rate exposure within limits 
established by the Investment Committee of the 
Board of Directors. 

The Company manages the re-pricing characteris- 
tics of its consolidated assets and liabilities, and as 
required by regulation, manages interest rate risk 
on the assets and liabilities of the deposit operations 
of M.R.S. Trust and Investors Group Trust Co. Ltd. 
As at December 31, 2004, the total gap between one- 
year deposit assets and liabilities was well within the 
Company’s stated guidelines. 


REGULATORY LIQUIDITY REQUIREMENTS 
Liquidity requirements for M.R.S. Trust and Investors 
Group Trust Co. Ltd., which engage in financial inter- 
mediary activities, are established by regulatory author- 
ities. As at December 31, 2004, liquidity for both 


companies was in excess of regulatory requirements. 


CAPITAL RESOURCES 
Shareholders’ equity increased to $3.5 billion as at 
December 31, 2004 from $3.2 billion at December 31, 
2003. During 2004, long-term debt decreased to 
$1.2 billion from $1.4 billion at December 31, 2003 
as shown in Note 12 to the Consolidated Financial 
Statements. In the fourth quarter of 2004, IGM 
Financial repaid the remaining balance of the Floating 
Bankers’ Acceptance as discussed above. 

To achieve its strategic objectives, the Company 
requires a strong capital base. The Company’ capital 


SHAREHOLDERS’ EQUITY 
As at December 31 ($ millions) 
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management objective is to preserve the quality of its 
financial position by establishing and maintaining a 
solid capital base and a strong balance sheet. 

Independent reviews confirm the continuing qua- 
lity of IGM Financial’s balance sheet and the strength 
of its operations. During 2004, both Standard & 
Poors (S&P) and the Dominion Bond Rating Service 
(DBRS) reviewed their ratings of the Company’s senior 
debt and liabilities. The senior debt and liabilities were 
rated “A” with a stable outlook by both S&P and DBRS. 

Management is confident that the Company’s cur- 
rent capital resources are adequate and can support its 
activities during 2005. 


OFF-BALANCE SHEET ARRANGEMENTS 

¢ Securitizations —’ The Company’s liquidity management 
practices include the periodic transfers of mortgages 
and personal loans to commercial paper conduits that 
in turn issue securities to investors. The Company 
retains servicing responsibilities and certain elements 
of recourse with respect to credit losses on transferred 
loans. The Company also transfers NHA-insured 
loans through the issuance of mortgage-backed securi- 
ties. Securitized loans serviced at December 31, 2004 
totalled $593.2 million compared with $660.9 million 
in 2003. The fair value of the Company’s retained 
interest was $19.7 million at December 31, 2004 and 
$24.5 million in 2003. Additional information related 
to the Company’s securitization activities can be found 
in Notes | and 4 of the Consolidated Financial 
Statements. 

Derivative Contracts - The Company utilizes derivative 


financial instruments in the management of interest 
rate and equity market exposures. The Company does 
not utilize derivative instruments for speculative pur- 
poses. The Company enters into interest rate swap 
arrangements in order to reduce the impact of fluctu- 
ating interest rates on its mortgage banking activities. 
The Company also manages its exposure to market 
risk on its Corporate securities portfolio by using a 
variety of derivative instruments including options and 
forward contracts. All derivative contracts are negoti- 
ated in the over-the-counter market with Schedule I 
and Schedule II bank counterparties on a diversified 
basis. Additional information related to the 
Company’s utilization of derivative contracts can be 
found in Notes 1 and 15 of the Consolidated 
Financial Statements. 
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TABLE II: FINANCIAL INSTRUMENTS 


2004 2003 

CARRYING FAIR CARRYING FAIR 

AS AT DECEMBER 31 ($ millions) VALUE VALUE VALUE VALUE 
Assets 

Cash and cash equivalents $865.0 9h) 065.09 ape 909.5 eels 

Securities 126.3 254.1 106.2 244.0 

Loans 496.7 499.5 528.0 Doilez 

Account and other receivables ILLS IW28 129.9 129.9 

$ 1,660.6 Aye SED $ 1,733.4 $ 1,874.4 


Liabilities 
Deposits and certificates 
Other financial liabilities 
Long-term debt 


$ 711.0. $717.2. 9S 7205 ee 


Off-balance sheet derivatives 


494-6 494.6 450.3 4503 
226:8 ee Mees 1,403.6 1,518.8 
$ 234324 $ 25589.3) 9b 92,5834) aoe 0 Ee 
$ = ba (17ers = $9202) 


FINANCIAL INSTRUMENTS AND 

OTHER INSTRUMENTS 

Table 11 presents the carrying value and the fair value 

of on and off-balance sheet financial instruments. 

Fair value is determined using the following 

methods and assumptions: 

¢ The fair value of short-term financial instruments 
approximate carrying value. These include cash and 
cash equivalents, accounts and other receivables, and 
other financial liabilities. 


Securities are valued at quoted market prices, when 
available. When a quoted market price is not readily 
available, alternative valuation methods may be used. 
Loans are valued by discounting the expected future 
cash flows at market interest rates for loans with 
similar credit risk. 

Deposits and certificates are determined by discount- 
ing the contractual cash flows using market interest 
rates currently offered for deposits with similar terms 
and credit risks. 


- Long-term debt is determined by reference to current 
market prices for debentures and notes payable with 
similar terms and risks. 

¢ Derivative financial instruments’ fair values are based 
on quoted market prices, where available, prevailing 
market rates for instruments with similar characteris- 
tics and maturities, or net present value analysis. 

Details of each component of the financial instru- 
ments are contained in the various related notes to the 
Consolidated Financial Statements. 

A description of the material risks and management 
of the risks associated with the various financial instru- 
ments are contained in the Consolidated Financial 
Position, Liquidity and Capital Resources, and Off- 
balance Sheet Arrangements sections in the MD&A. 
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Outlook 


THE FINANCIAL SERVICES ENVIRONMENT 

The financial services industry continues to experience 

growth and change influenced by: 

* Continuing growth of the Canadian economy. 

+ Shifting demographics as the number of baby-boomers 
in their prime savings years continue to increase. 

* Regulatory environment changes. 

- An evolving competitive landscape. 

« Changes in investor attitudes and preferences. 

Deregulation, competition and technology have 
fostered a trend towards financial service providers 
offering a comprehensive range of products and services 
in-house. Traditional distinctions between bank 
branches, full service brokerages, financial planning 
firms and insurance agent forces are blurring as all of 
these financial service providers strive to offer compre- 
hensive financial advice implemented through access 
to a broad product shelf. 

The preferred method of retirement planning by 
Canadians continues to be in the context of a relation- 
ship with a financial advisor. Over 60% of Canadian 
discretionary financial assets, including short term 
deposits, reside within a relationship with a financial 
advisor. Increased investor awareness and sophistica- 
tion, driven by these advisory relationships, continues 
to drive a reconfiguration of household balance sheets 
from short term financial assets towards longer term 
financial assets. 

Investment funds, which include mutual funds, 
remain the most popular financial asset class relied 
upon by Canadians for their long term savings, and 
they represent over one-third of Canadian long term 
discretionary financial assets. Management believes that 
investment funds are likely to remain the preferred 
savings vehicle of Canadians. Investment funds provide 
investors with the benefits of diversification, profes- 
sional management, flexibility and convenience, and 
are available in a broad range of mandates and structures 
to meet most investor requirements and preferences. 

At December 31, 2004, mutual fund industry assets 
in Canada were $497.3 billion, an increase of 13.3% 
relative to December 31, 2003. The $58.4 billion 
increase in industry assets from December 31, 2003 
reflected an estimated $36.3 billion increase from 
market action, which represented 8.3% of year-end 
2003 industry assets, the inclusion of approximately 


$7.4 billion of new assets that were not previously 
categorized as mutual fund assets, and net sales of 
$14.7 billion. 


THE COMPETITIVE LANDSCAPE 

IGM Financial and its subsidiaries operate in a highly 
competitive environment. Investors Group and 
Investment Planning Counsel compete directly with 
other retail financial service providers, including other 
financial planning firms, as well as full service broker- 
ages, banks and insurance companies. Investors Group, 
Mackenzie and Investment Planning Counsel compete 
directly with other mutual fund managers and other 
investment managers, and are also in competition with 
other asset classes for an increased share of clients’ 
investable assets. 

Canadian banks remain a dominant force in Can- 
adian retail financial services. The banks distribute 
financial products and services through their traditional 
bank branches, as well as through their full service and 
discount brokerage subsidiaries. Recently, bank 
branches have increased their emphasis on both finan- 
cial planning and mutual funds. In addition, each of the 
big six banks owns one or more mutual fund manage- 
ment subsidiaries which distribute through these and 
other distribution channels. Collectively, mutual fund 
assets of the big six bank-owned mutual fund managers 
represented 35% of total industry mutual fund assets at 
December 31, 2004 and accounted for approximately 
69% of the industry’s long term mutual fund net sales 
during 2004. 

Mutual fund dealers and other financial planning 
firms represent a significant distribution channel for 
mutual funds, particularly those managed by third 
parties. The last five years have been characterized by 
significant consolidation in this sector of the industry, 
with many of the larger firms being purchased by 
mutual fund managers and insurers. Despite this level 
of consolidation activity, the sector remains fragmented. 
Management anticipates continuing consolidation in 
this segment of the industry as smaller participants are 
acquired by larger organizations. 

As a result of this consolidation activity, the mutual 
fund management sector is characterized by large, often 
vertically-integrated, firms. The ten largest firms and 
their subsidiaries represented 79.6% of industry assets 
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at December 31, 2004 with smaller firms representing 
primarily niche players. Management believes scale, 
access to distribution, and a broad product shelf 

are key competitive success factors in the financial 
services industry. 


MEETING COMPETITIVE CHALLENGES 

Management feels that IGM Financial is well-posi- 

tioned to meet competitive challenges and capitalize on 

future opportunities. The Company enjoys significant 

competitive strengths, including: 

- Industry-leading scale. 

+ Significant and diversified distribution with an empha- 
sis on financial advisors. 

¢ Broad product capabilities, leading brands and quality 
sub-advisory relationships. 

¢ Part of the Power Financial group of companies, 
which includes Great-West Life, London Life and 
Canada Life. 

- Enduring client relationships and the long-standing 
heritages and cultures of its subsidiaries. 


Industry Leading Scale 

IGM Financial enjoys a 16.6% share of industry mutual 
fund assets under management and is nearly double the 
size of its nearest competitor. This scale provides the 
Company and its subsidiaries with numerous benefits, 
including lower unit costs and greater access to capital. 


Broad and Diversified Distribution 

In addition to owning two of Canada’s premier financial 
planning organizations, Investors Group and Investment 
Planning Counsel, IGM Financial has considerable 
access to distribution through the over 30,000 third 
party advisor relationships enjoyed by Mackenzie. IGM 
Financial’s businesses are all focused on supporting the 
enduring relationships developed between a client and a 
financial advisor. 


Broad Product Capabilities 

During 2004, as discussed earlier within the segmented 
results, IGM Financial’s subsidiaries continued to 
develop and launch innovative products and strategic 
investment planning tools to assist advisors in building 
optimal portfolios for their clients. 


Part of Power Financial Group of Companies 

As part of the Power Financial group of companies, 
IGM Financial benefits through cost savings from 
shared service arrangements, as well as through 
increased access to distribution, products, and capital. 


Enduring Relationships 

IGM Financial enjoys significant advantages as a result 
of the enduring relationships its advisors enjoy with 
their clients. In addition, the Company’s subsidiaries 
have strong heritages and cultures which are challeng- 
ing for competitors to replicate. 


ACQUISITION OF INVESTMENT 

PLANNING COUNSEL 

On May 10, 2004, IGM Financial paid $74.6 million 
in cash and issued 734,796 common shares, for total 
consideration of $99.0 million, including transaction 
costs, to acquire a 74.7% interest in Investment 
Planning Counsel. 

This acquisition will expand the Company’s presence 
in the independent financial planning channel. Invest- 
ment Planning Counsel is the fifth largest financial 
planning firm in Canada with 600 financial planners, 
and had mutual fund assets under management of 
$1.5 billion (Counsel Group of Funds Inc.) and total 
assets under management and administration of $8.0 bil- 
lion at December 31, 2004. The transaction was struc- 
tured to maintain the entrepreneurial character of 
Investment Planning Counsel and was consistent with 
the Company’s strategy of owning leading businesses in 
both manufacturing and distribution within the advice 
segment of the financial services industry. Investment 
Planning Counsel is operating as a separate entity and 
is being managed by its pre-acquisition leadership team. 


THE REGULATORY ENVIRONMENT 

IGM Financial is subject to complex and changing 
legal, taxation and regulatory requirements with the 
Company’s principal regulators including agencies of 
the provincial and territorial governments in Canada. 
The Company’s activities are also regulated by the 
members of the Canadian Securities Administrators 
(CSA) and various self-regulatory organizations. 
Changes in the regulatory framework or failure to 
comply with any of these laws, rules and regulations 
could have an adverse effect on the company. 
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IGM Financial's core distribution business is regu- 
lated by the Mutual Fund Dealers Association (MFDA) 
of Canada in which the Company’s mutual fund dealer 
subsidiaries are members. 

The Company supports all regulatory efforts that will 
protect the interests of clients and preserve the integrity 
and reputation of the industry and its members. 


Mutual Fund Dealers Association of Canada 

Investors Group Financial Services Inc., M.R.S. Inc. 
and IPC Investment Corporation, the Company’s 
mutual fund dealer subsidiaries, are members of the 
MFDA. This is the self-regulatory organization for the 
mutual fund dealer industry in every jurisdiction in 
Canada except Quebec. The MFDA continues to work 
towards the establishment of a contingency fund to 
protect investors in the event of an insolvency of any 
of its dealer members. 


Harmonization of Securities Rules 

The CSA continues to work towards enhancing public 
confidence in capital markets and streamlining the 
securities regulatory process. In the past year recent 
enactments relating to audit committee responsibilities, 
certification of financial reports by the Chief Executive 
Officer and the Chief Financial Officer and continuous 


disclosure guidelines and requirements are in the course 


of being implemented. Further requirements on corpo- 
rate governance disclosure, fund governance and con- 
tinuous disclosure for mutual funds are expected during 
2005. Continued harmonization efforts have been 
centered around the CSA secretariat to coordinate 

the efforts of the members of the CSA with respect 

to projects such as uniform securities legislation and 
national registration requirements. There have been 
continuing efforts to improve the national electronic 
information systems such as SEDI, SEDAR and NRD. 


Review of Mutual Fund Industry Practices 

On December 16, 2004 the Ontario Securities 
Commission (OSC) and the Manitoba Securities 
Commission (MSC) approved a settlement agreement 
between I.G. Investment Management, Ltd. (IGIM) 
and the OSC regarding trading by an institutional 
client of Investors Group Inc. (IG) in mutual funds 
managed by IGIM. IG agreed to provide compensation 
of $19.2 million, plus interest at 5% per annum from 
the settlement date to the approval of the plan of distri- 


bution, to affected unitholders. Also on December 16, 
2004 a hearing panel of the MFDA approved a settle- 
ment agreement between Investors Group Financial 
Services Inc. and the MFDA regarding the same matter, 
providing for compensation of $2.65 million, plus 
interest on the foregoing basis, to be paid to affected 
unitholders and the payment of a fine of $2.65 million 
to the MFDA. The compensations are to be made 
pursuant to a distribution plan to be developed by IG 
together with an independent consultant and approved 
by the OSC and the MSC. The Company recorded a 
$19.2 million after-tax charge to income in the fourth 
quarter to reflect these settlements and related costs. 

These settlements arose following a review of “late 
trading” and “market timing” activities in the mutual 
fund industry which started in November 2003 by 
the OSC, the MFDA and the Investment Dealers 
Association of Canada. The OSC noted at the time of 
the settlements that no ongoing market timing activity 
in the Canadian mutual fund industry has been found 
since the beginning of the review. OSC staff had also 
noted earlier that their review revealed no evidence of 
“late trading” and that they had found no evidence 
of any “market timing” by any insiders of IGIM. 


OTHER RISK FACTORS 


Contingencies 

The Company is subject to legal actions, including class 
actions, arising in the normal course of its business. 
Two class actions related to alleged market timing 
trading activity in mutual funds of the Company have 
been commenced. The Company entered into settle- 
ment agreements in 2004 with a number of its securi- 
ties regulators in respect of such market timing trading 
activity. Although it is difficult to predict the outcome 
of such legal actions, based on current knowledge and 
consultation with legal counsel, management does not 
expect the outcome of any of these matters, individually 
or in aggregate, to have a material adverse effect on the 
Company’s consolidated financial position. 


Market Risk 

Investors’ confidence remained positive throughout 
2004. This led to significant increases in mutual fund 
sales and increases in the level of assets under manage- 
ment during the year. However, risks related to per- 
formance of the equity markets and changes in interest 


54 IGM FINANCIAL INC. ANNUAL REPORT 2004 / MANAGEMENT’S DISCUSSION AND ANALYSIS 


rates can have a significant impact on the level and mix 
of mutual fund assets and sales. In addition, these factors 
can result in increased redemptions of mutual funds. 


Redemption Rates 

The combined redemption rate for long-term funds for 
Investors Group, Mackenzie and Investment Planning 
Counsel mutual funds was 11.2% at December 31, 
2004, among the lowest in the industry. The correspon- 
ding redemption rate for the industry as a whole was 
15.5%, excluding IGM Financial’s mutual funds. 

IGM Financial provides Consultants and independ- 
ent financial advisors with superior levels of service and 
support and a broad range of investment products — 
based on asset classes, countries or regions, and invest- 
ment management styles. These are key advantages in 
maintaining strong client relationships and, as a result, 
the Company has been able to maintain redemption 
rates that are among the lowest in the industry. 

The mutual fund industry has successfully educated 
mutual fund investors on the benefits of long-term 
investing. Financial advisors can also play a key role in 


educating investors about the value of portfolio diversi 
fication. In periods of declining markets and market 
volatility, our Consultants and independent financial 
advisors are effective in reminding clients of the bene- 
fits of long-term investing. 


LONG-TERM MUTUAL FUND 
REDEMPTION RATES 


As at December 31 (%) 
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Distribution Risk 


¢ Investors Group Consultant Network — Investors Group 
derives all of its mutual fund sales through its 
Consultant network. Investors Group Consultants 
have regular direct contact with particular clients 
which can lead to a strong and personal client rela- 
tionship based on the client’s trust in that individual 
Consultant. The market for financial advisors is 
extremely competitive. The loss of a significant 
number of key Consultants could lead to the loss of 
client accounts which could have an adverse effect on 
Investors Group’s results of operations and business 
prospects. Investors Group is focused on growing its 
distribution network of Consultants as discussed in 
the Investors Group Review of the Business beginning 
on page 29 of the MD&A. As at December 31, 2004, 
the number of Consultants totalled 3,496 compared 
with 3,223 at December 31, 2003. This represents an 
increase of 8.5% in the Consultant network in 2004. 
Mackenzie — Mackenzie derives substantially all of its 
mutual fund sales through independent financial 
advisors. Mackenzie’s ability to market its products 

is highly dependent on access to various distribution 
channels. These intermediaries generally offer their 
clients investment products in addition to, and in 
competition with Mackenzie. The inability to have 
such access could have a material adverse effect on 
Mackenzie’s operating results and business prospects. 
However, Mackenzie’s portfolio of financial products 
is recognized as one of the most innovative and com- 
plete in the industry. This, combined with strong 
performance, marketing, educational and service 
support, has made Mackenzie one of Canada’s leading 
companies serving independent financial advisors. 
These factors are discussed further in the Mackenzie 
Review of the Business beginning on page 40. 
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Accounting Estimates and Policies 


SUMMARY OF CRITICAL 

ACCOUNTING ESTIMATES 

The preparation of financial statements in conformity 

with GAAP requires management to adopt accounting 

policies and to make estimates and assumptions that 
affect amounts reported in the Consolidated Financial 

Statements. In applying these policies, management 

makes subjective and complex judgments that frequently 

require estimates about matters that are inherently 
uncertain. Many of these policies are common in the 
mutual fund and other financial services industries; 
others are specific to IGM Financial’s businesses and 
operations. IGM Financial’s significant accounting 
policies are described in detail in Note 1 of the 

Consolidated Financial Statements. 

The major critical accounting estimates and related 
judgments underlying the Company’s financial state- 
ments are summarized below. Critical accounting esti- 
mates relating to Goodwill and intangibles, Income 
taxes and Deferred selling commissions relate to both 
the Investors Group and Mackenzie reportable seg- 
ments while Employee future benefits applies to the 
Investors Group reportable segment. 

* Goodwill and intangible assets - At December 31, 2004, 
goodwill totalled $2.4 billion and intangible assets 
totalled $900 million as reflected in Note 7 of the 
Consolidated Financial Statements. Under the 
Canadian Institute of Chartered Accountants (CICA) 
Section 3062 — Goodwill and Other Intangible Assets, 
the Company is required to test the fair value of 
goodwill and indefinite life intangible assets for 
impairment at least once a year. The Company per- 
forms that evaluation during the second quarter each 
year. These tests involve the use of estimates and 
assumptions appropriate in the circumstances. The 
annual impairment testing was completed for 2004 
and management determined that no impairment 
charge was necessary. 

- Income taxes — The provision for income taxes is deter- 
mined on the basis of the anticipated tax treatment of 
transactions recorded in the Consolidated Statements 
of Income. The determination of the provision for 
income taxes requires interpretation of tax legislation 
in a number of jurisdictions. The recognition of 


future tax assets depends on management's assumption 


that future earnings will be sufficient to realize the 
future benefit. The amount of the future tax asset or 


liability recorded is based on management's best 
estimate of the timing of the realization of the assets 
or liabilities. If our interpretation of tax legislation 
differs from that of the tax authorities or if timing 
of reversals is not as anticipated, the provision for 
income taxes could increase or decrease in future 
periods. Additional information related to income 
taxes is included in Note 11 of the Consolidated 
Financial Statements. 


Employee Future Benefits — Accounting for pension 
and other post-retirement benefits requires estimates 
of future returns on plan assets, expected increases 
in compensation levels, trends in health care costs, 
as well as the appropriate discount rate for accrued 
benefit obligations. These estimates are discussed in 
Note 10 of the Consolidated Financial Statements. 
Deferred selling commissions - Commissions paid on 
the sale of certain mutual fund products are deferred 
and amortized over a maximum period of seven 


years. Prior to April 1, 2001, the maximum period for 
amortization for Investors Group was three years. 
On April 1, 2001 Investors Group revised the period 
of amortization of these expenditures to reflect a more 
accurate estimate of their useful life. This estimate 

is also consistent with that used by Mackenzie. The 
Company regularly reviews the carrying value of the 
deferred selling commissions with respect to any events 
or circumstances that indicate impairment or that an 
adjustment to the amortization period is necessary. 


CHANGES IN ACCOUNTING POLICIES 

As disclosed in Note 1 of the Consolidated Financial 

Statements, IGM Financial adopted the following 

changes in accounting policies in 2004: 

* CICA Section 3870 — Stock-Based Compensation and 
Other Stock-Based Payments, effective January 1, 
2004, was amended to require expense treatment of all 
stock-based compensation and payments. Previously 
the standard encouraged, but did not require, the use 
of a fair value-based method to account for stock- 
based transactions with employees. On January 1, 
2004, the Company adopted the amended standard 
retroactively without restatement of prior periods for 
all stock-based compensation and payments to 
employees since 2002. The cumulative effect of 
adopting the new recommendations in the Company’s 
Consolidated Financial Statements was to both 
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increase contributed surplus and decrease opening 
retained earnings by $1.1 million. 

The fair value of stock options is determined on 
each grant date. Compensation expense is recognized 
over the period that the stock options vest, with a cor- 
responding increase in contributed surplus. When 
stock options are exercised, the proceeds together 
with the amount recorded in contributed surplus are 
added to share capital. 

CICA Accounting Guideline 13 —- Hedging Relationships 
(AcG-13), effective January 1, 2004, was adopted by 
the Company on a prospective basis. AcG-13 specifies 
the circumstances in which hedge accounting is 
appropriate, including the identification, documenta- 
tion, designation, and effectiveness of hedges and the 
discontinuance of hedge accounting. The Company 
reassessed its hedging relationships as at January 1, 
2004 and determined that its interest rate swaps on 
mortgage banking activities did not qualify for hedge 
accounting under AcG-13. The impact on the 
Consolidated Financial Statements was not material. 

Derivatives that do not qualify for hedge account- 
ing are carried at fair value on the Consolidated 
Balance Sheets, and changes in fair value are recorded 
in Net investment income and other in the 
Consolidated Statements of Income. Non-qualifying 
derivatives continue to be utilized on a basis consistent 
with the risk management policies of the Company 
and are monitored by the Company for effectiveness as 
economic hedges even if the specific hedge accounting 
requirements of AcG-13 are not met. 
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FUTURE ACCOUNTING CHANGES 


CICA Section 3860 — Financial Instruments — 
Disclosure and Presentation, effective for fiscal 

years beginning on or after November 1, 2004, was 
amended to require obligations that can be settled at 
the issuer’s option by issuing a variable number of 

the issuer’s own equity instruments to be presented as 
liabilities rather than equity. On January 1, 2005, the 
Company will adopt the amended standard retroac- 
tively with restatement of prior periods. The 
Company’s preferred shares will be reclassified from 
shareholders’ equity to liabilities and the preferred 
dividends will be reclassified to operating expenses in 
the Consolidated Statements of Income. The change 
will not have any impact on basic earnings per share 
or net income available to common shareholders since 
preferred dividends are currently deducted from net 
income in determining these measures. 

CICA Accounting Guideline 15 — Consolidation of 
Variable Interest Entities (VIEs), effective for annual 
or interim periods beginning on or after November 1, 
2004, which requires consolidation of VIEs by the 
primary beneficiary. The Company is currently 
reviewing the potential impact that this requirement 
may have on the financial statement disclosure in 2005. 
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Other Information 


TRANSACTIONS WITH RELATED PARTIES 

IGM Financial enters into transactions with Great- 

West Life, London Life and Canada Life, subsidiaries 

of its affiliate, GWL. These transactions are in the 

normal course of business and at market terms and 
conditions as described below. 

¢ The Company provided to and received from Great- 
West Life certain administrative services enabling 
each organization to take advantage of economies 
of scale and areas of expertise. 

« The Company distributed life insurance and disability 
insurance products under a distribution agreement 
with Great-West Life and Canada Life and received 
$17.8 million in distribution fees (2003 — $17.7 mil- 
lion). London Life distributed certain mutual funds 
of the Company. 

+ In order to manage its overall liquidity position, the 
Company’s mortgage banking operation is active in 
the securitization market and also sells residential 
mortgage loans to third parties, on a fully serviced 
basis. During 2004, the Company sold residential 
mortgage loans to Great-West Life and London Life 
for $76.9 million compared to $160.7 million in 2003. 

Mackenzie entered into an arrangement involving 

a wholly-owned subsidiary of Mackenzie and an entity 

managed by Mackenzie to facilitate innovative product 


enhancements. As part of this arrangement, the parties 
have the legal right and intent to settle on:a net basis 
certain related party financial assets and liabilities. 
These assets and liabilities, which totalled $3.7 billion 
at December 31, 2004 (2003 — $2.2 billion), have been 
offset and, accordingly, have no impact on the Consoli- 
dated Balance Sheets. During the year, Mackenzie earned 
investment income of $1.8 million (2003 — $0.8 million) 
and incurred interest expense of $1.8 million (2003 — 
$0.8 million) related to this arrangement. 

For further information on transactions involving 
related parties, see Notes 5 and 19 of the Consolidated 
Financial Statements. 


OUTSTANDING SHARE DATA 

Outstanding common shares of IGM Financial as 
at December 31, 2004 totalled 264,598,380. As at 
February 17, 2005, outstanding common shares 
totalled 264,645,830. 


SEDAR 

Additional information relating to IGM Financial, 
including the Company’s most recent financial state- 
ments and Annual Information Form, is available 

at www.sedar.com. ' 
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING 


The consolidated financial statements of IGM Financial Inc. and related financial information have been prepared by 
Management, which is responsible for the integrity, objectivity and reliability of the data presented. This responsibility 
includes selecting appropriate accounting principles and making judgments and estimates consistent with Canadian 
generally accepted accounting principles. Financial information presented elsewhere in this Annual Report is consistent 
with that in the consolidated financial statements. 

Systems of internal control and supporting procedures are maintained to provide reasonable assurance of the 
reliability of financial information and the safeguarding of all assets controlled by the Company. These controls and 
supporting procedures include quality standards in hiring and training employees, the establishment of organizational 
structures providing a well-defined division of responsibilities and accountability for performance, and the communication 
of policies and guidelines through the organization. Internal controls are reviewed and evaluated by extensive internal 
audit programs, which are subject to scrutiny by the shareholders’ auditors. 

Ultimate responsibility for the consolidated financial statements rests with the Board of Directors. The Board is 
assisted in discharging this responsibility by an Audit Committee, consisting of directors who are not officers or 
employees of the Company. This Committee reviews the consolidated financial statements and recommends them for 
approval by the Board. In addition, the Audit Committee reviews the recommendations of the internal auditor and 
the shareholders’ auditors for improvements in internal control and the action of Management to implement such 
recommendations. In rying out its duties and responsibilities, the Committee meets regularly with Management and 
with both the internal auditor and the shareholders’ auditors to review the scope and timing of their respective 
audits, to review their findings and to satisfy itself that their responsibilities have been properly discharged. 

Deloitte & Touche Lip, independent auditors appointed by the shareholders, have examined the consolidated 
financial statements of the Company in accordance with Canadian generally accepted auditing standards, and have 
expressed their opinion upon the completion of their examination in their Report to the Shareholders. The shareholders’ 
auditors have full and free access to the Audit Committee to discuss their audit and related findings as to the integrity 
of the Company’s financial reporting and the adequacy of the systems of internal control. 


Ae 


R. Jeffrey Orr Gregory D. Tretiak 
President and Chief Executive Officer Executive Vice-President, Finance 


AUDITORS’ REPORT 
To the Shareholders, IGM Financial Inc. 


We have audited the consolidated balance sheets of IGM Financial Inc. as at December 31, 2004 and 2003 and the 
consolidated statements of income, retained earnings and cash flows for the years then ended. These financial statements 
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. | bs 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Company as at December 31, 2004 and 2003 and the results of its operations and its cash flows for the years 


then ended in accordance with Canadian generally accepted accounting principles. 


Nate Taal LeP 


Chartered Accountants 
Winnipeg, Manitoba 
February 17, 2005 
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CONSOLIDATED BALANCE SHEETS 


AS AT DECEMBER 31 (in thousands of dollars) 2004 2003 
Assets 
Cash and cash equivalents $ 864,990 $ 969,315 
Securities (Note 2) 126,310 106,232 
Loans (Note 3) 496,652 528,012 
Investment in affiliate (Note 5) 490,716 460,655 
Deferred selling commissions 850,791 763,874 
Other assets (Note 6) Salk Ay? 333,825 
Intangible Assets (Nore 7) 900,444 859,948 
Goodwill (Note 7) Pav Mee. 2,269,835 
$ 6,473,211 $6,291,696 
Liabilities 
Deposits and certificates (Note 8) $ 710,950 $ 729,456 
Other liabilities (Note 9) 605,017 562,820 
Future income taxes (Nore 11) 422,848 375,072 
Long-term debt (Note 12) 1,226,795 1,403,580 
2,965,610 3,070,928 
Shareholders’ Equity 
Share capital (Note 13) 
Preferred 360,000 360,000 
Common 1,475,405 1,446,063 
Contributed surplus 8) - 
Retained earnings 1,668,006 1,414,705 
3,507,601 3,220,768 


$ 6,473,211 $ 6,291,696 


(See accompanying notes to consolidated financial statements.) 


On behalf of the Board 


YR PAE 


Director Director 
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CONSOLIDATED STATEMENTS OF INCOME 


FOR THE YEARS ENDED DECEMBER 31 (in thousands of dollars, except shares and per share amounts) 2004 2003 
ne se ee Ee EE: ene ee ee eee 
Fee and net investment income 
Management $1,491,657 $1,296,114 
Administration 299,612 286,777 
Distribution 164,471 131,482 
Net investment income and other 163,331 159,808 
Total fee and net investment income 2,119,071 1,874,181 
Operating expenses 
Commission expense 616,706 475,335 
Non-commission expense 544,256 404,142 
Interest expense 74,893 Spo 
Restructuring costs (reversal) (Note 22) os (24,832) 
Total operating expenses 15235,8)2) 10305022 
883,216 844,159 
Dilution gain (Note 5) = 14,820 
Income before income taxes and non-controlling interest 883,216 858,979 
Income taxes (Note 11) 264,969 299,198 
Income before non-controlling interest 6185247 559,781 
Non-controlling interest io = 
Net income 617,096 559,781 
Preferred dividends 20,700 20,700 
Net income available to common shareholders 570596,396) mp 559,08) 
Average number of common shares (in thousands) (Note 17) — Basic 264,431 263,915 
— Diluted 266,010 265,174 
Earnings per share (in dollars) (Note 17) — Basic $ DIS 2.04 
— Diluted $ 2.24 $ 2.03 


(See accompanying notes to consolidated financial statements.) 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


FOR THE YEARS ENDED DECEMBER 31 (in thousands of dollars) 2004 2003 


Balance, beginning of year 


As previously reported $1,414,705 $1,148,892 
Change in accounting policy (Note 1) (1,093) - 
As restated 1,413,612 1,148,892 


Net income 617,096 559,781 
Dividends 
Preferred (20,700) (20,700) 
Common (304,159) (261,301) 
Common share cancellation excess (Note 13) (225732) (2el2a) 
Gey) (9,840) 


Other (Note 5) 


Balance, end of year $1,668,006 $1,414,705 


(See accompanying notes to consolidated financial statements.) 
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CONSOLIDATED IS TAT EMEN TS-OF GASHAEL OM: 


FOR THE YEARS ENDED DECEMBER 31 (in thousands of dollars) 2004 2003 


Operating activities 


Net income § 617,096 $ 5595781 
Adjustments to determine net cash from operating activities 
Future income taxes 45,482 73,328 
Commission amortization 22007 193,873 
Amortization 22,856 27,416 
Changes in operating assets and liabilities and other (121,786) (181,224) 
790,363 673,174 
Commissions paid 605,795) (231,029) 


484,568 e421) 


Financing activities 


Net (decrease) increase in deposits and certificates (39,070) 20,444 
Issue of debentures — 300,000 
Repayment of long-term debt (199,829) (2795285) 
Issue of common shares 9,072 5,614 
Preferred dividends paid (20,700) (20,700) 
Common dividends paid (292-122) (255,323) 
Common shares purchased for cancellation (26,894) (2,741) 


(569,543) (229,991) 


Investing activities 
Acquisition of Investment Planning Counsel, less 


cash and cash equivalents acquired (Note 21) (62,583) - 
Investment in affiliate (Note 5) _ (100,000) 
Acquisition of non-controlling interest (Note 7) — (4,733) 
Purchase of securities (61,686) (9,001) 
Proceeds from the sale of securities 78,475 91,658 
Net increase in loans (166,986) (105,848) 
Proceeds from securitizations (Note 4) 207,116 126,747 
Additions to office premises (13,680) (13,184) 
ee eee 
(Decrease) increase in cash and cash equivalents (104,325) 197,793 
Cash and cash equivalents, beginning of year 969; 315 Til S22 
Cash and cash equivalents, end of year $ 864,990 $ 969,315 
Cash $ 171,498 $ 148,131 
Cash equivalents 693,492 821,184 


$ 864,990 $ 969,315 


sss 


(See accompanying notes to consolidated financial statements.) 


IGM FINANCIAL INC. ANNUAL REPORT 2004 / NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 63 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


DECEMBER 31, 2004 AND 2003 (In thousands of dollars, except shares and per share amounts) 


1. Summary of significant accounting policies 


The Consolidated Financial Statements of IGM Financial Inc. (Company) have been prepared in accordance with 
Canadian generally accepted accounting principles. The preparation of financial statements in conformity with Canadian 
generally accepted accounting principles requires management to make estimates and assumptions that affect the 
amounts reported in the Consolidated Financial Statements. Key components of the financial statements requiring 
management to provide estimates include goodwill, intangible assets, income taxes, deferred selling commissions and 
employee future benefits. Actual results may differ from such estimates. 

During the second quarter of 2004, the Company received shareholder and regulatory approval to change its name 
from Investors Group Inc. to IGM Financial Inc. 


BASIS OF CONSOLIDATION 
The Consolidated Financial Statements include the accounts of the Company and all subsidiaries on a consolidated 
basis after elimination of intercompany transactions and balances. 

On May 10, 2004, the Company acquired 74.7% of the outstanding common shares of Investment Planning Counsel 
Inc. (Investment Planning Counsel). The acquisition was accounted for by the purchase method. The Consolidated 
Financial Statements include its assets and liabilities as of December 31, 2004 and the results of its operations and cash 
flows from the date of acquisition. 

The equity method is used to account for the Company’s investment in Great-West Lifeco Inc., an affiliated 
company. Both companies are controlled by Power Financial Corporation. 


REVENUE RECOGNITION 

Management fees are based on the net asset value of mutual fund assets under management and are recognized on 
an accrual basis when the service is performed. Administration fees are also recognized on an accrual basis when 
the service is performed. Distribution revenue derived from mutual fund, insurance and securities transactions are 
recognized on a trade date basis. 


CASH AND CASH EQUIVALENTS 
Cash and cash equivalents comprise cash and temporary investments consisting of highly liquid investments with short- 
term maturities. Interest income is recorded on an accrual basis. 


SECURITIES 

Investment securities comprise equity securities held for long-term investment. Common and preferred shares are 
carried at original cost plus declared dividends. Securities are written down to their fair value when an other than 
temporary decline in value is identified. Trading securities related to the Company’s derivative activities are carried 
at fair value. Gains and losses on disposal of investment securities and changes in the fair value of trading securities 
are recorded in Net investment income and other in the Consolidated Statements of Income. 


LOANS 
Loans are carried at amortized cost plus accrued interest less an allowance for credit losses. Interest income is accounted 


for on the accrual basis for all loans other than impaired loans. 

A loan is classified as impaired when, in the opinion of management, there no longer is reasonable assurance of 
the timely collection of the full amount of principal and interest. A loan is also classified as impaired when interest 
or principal is contractually past due 90 days, except in circumstances where management has determined that the 
collectibility of principal and interest is not in doubt. Once a loan is classified as impaired, any accrued and unpaid 
interest income is reversed and charged against interest income in the current period. ‘Thereafter interest income 


is recognized on a cash basis. 
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1. Summary of significant accounting policies (continued) 


The Company maintains an allowance for credit losses which is considered adequate by management to absorb all 
credit related losses in its portfolio. Specific allowances are established as a result of reviews of individual loans. There is 
a second category of allowance, designated general allowance, which is allocated against sectors rather than specifically 
against individual loans. This allowance is established where a prudent assessment by the Company suggests that losses 
may occur but where such losses cannot yet be identified on an individual loan basis. 


SECURITIZATIONS 

The Company periodically transfers mortgages and personal loans to commercial paper conduits that in turn issue 
securities to investors. The Company retains servicing responsibilities and certain elements of recourse with respect 
to credit losses on transferred loans. The Company also transfers NHA-insured mortgages through the issuance of 
mortgage-backed securities. 

Transfers of loans are accounted for as sales provided that control over the transferred loans has been surrendered 
and consideration other than beneficial interests in the transferred loans has been received in exchange. The loans 
are removed from the Consolidated Balance Sheets and a gain or loss is recognized in income immediately based on 
the carrying value of the loans transferred. The carrying value is allocated between the assets transferred and the 
retained interests in proportion to their fair values at the date of transfer. To obtain the fair value of the Company’s 
retained interests, quoted market prices are used if available. However, quotes are generally not available for retained 
interests; so the Company estimates fair value based on the present value of future expected cash flows using 
management’s best estimates of key assumptions such as prepayment rates, excess spread, expected credit losses 
and discount rates commensurate with the risks involved. Retained interests are reviewed quarterly for impairment. 
The Company continues to service the loans transferred. As a result, a servicing liability is recognized and amortized 
over the expected term of the transferred loans as servicing fees. 

For all transfers of loans, the gains or losses and the servicing fee revenue are reported in Net investment income 
and other in the Consolidated Statements of Income. The retained interests in the securitized loans are recorded in 
Other assets and the servicing liability is recorded in Other liabilities on the Consolidated Balance Sheets. 


DEFERRED SELLING COMMISSIONS 

Commissions paid on the sale of certain mutual funds are deferred and amortized against related fee income over a 
maximum period of seven years. Commissions paid on the sale of deposits are deferred and amortized over the term 
of the deposit with a maximum amortization period of five years. 


OFFICE PREMISES 

Office premises, which are included in Other assets, are recorded at cost of $236.3 million (2003 — $223.7 million), 
less accumulated amortization of $161.6 million (2003 — $142.7 million). The properties and related equipment 
and furnishings are amortized on a straight-line basis over their estimated useful lives. 


GOODWILL AND INTANGIBLE ASSETS 


Goodwill and intangible assets with indefinite lives are reviewed at least annually for impairment and written down 
for impairment losses. Intangible assets with finite lives are amortized on a straight-line basis over their estimated 
useful lives. 


The Company has completed its annual impairment testing on the balance of goodwill and indefinite life intangible 
assets and determined that no impairment charge was necessary. 
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EMPLOYEE FUTURE BENEFITS 

The Company maintains a number of employee future benefit plans. These plans include a funded defined benefit 
pension plan for substantially all eligible employees, an unfunded supplementary executive retirement plan (SERP) for 
certain executive officers, and an unfunded post-retirement health care and life insurance plan for eligible retirees. 

The defined benefit pension plan provides pensions based on length of service and final average earnings. An 
actuarial valuation is performed for funding purposes every three years. The most recent actuarial valuation was 
completed as at December 31, 2001 and the next required valuation will be completed based on a measurement date 
of December 31, 2004. 

The cost of pension and other post-retirement benefits earned by employees is actuarially determined using the 
projected unit credit method prorated on service based upon management’s assumptions about the expected long- 
term rate of return on plan assets, discount rates, compensation increases, retirement ages of employees, mortality 
and expected health care costs. The discount rate used to value liabilities is based on market rates at the measure- 
ment date. Plan assets are valued at fair value for purposes of calculating the expected long-term rate of return. The 
defined benefit pension plan is invested in proprietary equity, balanced and fixed income mutual funds. 

Benefit expense or income, which is included in Non-commission expense, includes the cost of pension or other 
post-retirement benefits provided in respect of the current year’s service, interest cost on the accrued benefit liability, 
the expected return on plan assets and the amortization of actuarial gains or losses over the expected average remain- 
ing service life of employees. These periods range from 11 years to 16 years for the various benefit plans. 

The accrued benefit asset or liability represents the cumulative difference between the expense and funding 
contributions and is included in Other assets or Other liabilities. 


INCOME TAXES 

The Company follows the liability method in accounting for income taxes whereby future income tax assets and 
liabilities reflect the expected future tax consequences of temporary differences between the carrying amounts of 
assets and liabilities and their tax bases. Future income tax assets and liabilities are measured based on the enacted 
or substantively enacted tax rates which are anticipated to be in effect when the temporary differences are expected 
to reverse. 


EARNINGS PER SHARE 

Basic earnings per share is determined by dividing Net income available to common shareholders by the average 
number of common shares outstanding for the year. Diluted earnings per share is determined using the same method 
as basic earnings per share except that the average number of common shares outstanding includes the potential 
dilutive effect of outstanding stock options granted by the Company as determined by the treasury method. 


STOCK-BASED COMPENSATION AND OTHER STOCK-BASED PAYMENTS 
Effective January 1, 2004, CICA 3870, Stock-based Compensation and Other Stock-based Payments was amended 
to require expense treatment for all stock-based compensation and payments. Previously the standard encouraged, 
but did not require, the use of a fair value-based method to account for stock-based transactions with employees 
(Note 14). On January 1, 2004, the Company adopted the amended standard retroactively without restatement 
of prior periods for all stock-based compensation and payments to employees since 2002. The cumulative effect 
of adopting the new recommendations in the Company's Consolidated Financial Statements was to both increase 
Contributed surplus and decrease opening Retained earnings by $1.1 million. 

The fair value of stock options is determined on each grant date. Compensation expense is recognized over the 
period that the stock options vest, with a corresponding increase in Contributed surplus. When stock options are 
exercised, the proceeds together with the amount recorded in Contributed surplus are added to Share capital. 
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1. Summary of significant accounting policies (continued) 


DERIVATIVE FINANCIAL INSTRUMENTS 
Derivative financial instruments are utilized by the Company in the management of equity market and interest rate exposures. 
The Company does not utilize derivative financial instruments for speculative purposes. 

The Company formally documents all relationships between hedging instruments and hedged items, as well as 
its risk management objective and strategy for undertaking various hedge transactions. This process includes linking 
all derivatives to specific assets and liabilities on the Consolidated Balance Sheets or to anticipated future transactions. 
The Company also formally assesses, both at the hedge’s inception and on an ongoing basis, whether the derivatives that 
are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged items. 

The Company manages its exposure to market risk on its securities by either entering into forward sale contracts, 
purchasing a put option or by simultaneously purchasing a put option and writing a call option on the same security. 
The Company designates these contracts as hedges of the future sale of specified securities. Any unrealized gains and 
losses on the forward sales and options are accounted for on the deferral basis where gains and losses, including any 
premiums paid or received, are recognized in Net investment income and other on a basis consistent with the future 
sale of the related securities. 

The Company also enters into interest rate swaps in order to reduce the impact of fluctuating interest rates on 
its mortgage banking activities. The swap agreements require the periodic exchange of net interest payments without 
the exchange of the notional principal amount on which the payments are based. Prior to January 1, 2004, the Company 
designated its interest rate swaps as hedges of the relevant assets or relevant liabilities and accounted for those swaps 
that were demonstrated as effective on the accrual basis. Interest income or interest expense was adjusted to include 
the payments under the interest rate swaps or interest bearing assets and liabilities, respectively. The related amount 
payable to or receivable from counterparties was included in Other liabilities or Other assets, respectively. 

Effective January 1, 2004, the Company adopted the recommendations of CICA Accounting Guideline 13 - Hedging 
Relationships (AcG-13) on a prospective basis. AcG-13 specifies the circumstances in which hedge accounting is 
appropriate, including the identification, documentation, designation and effectiveness of hedges and the discontinuance 
of hedge accounting. The Company reassessed its hedging relationships as at January 1, 2004 and determined that 
its interest rate swaps on mortgage banking activities did not qualify for hedge accounting under AcG-13. The impact 
on the Consolidated Financial Statements was not material. 

Derivatives that do not qualify for hedge accounting are carried at fair value on the Consolidated Balance Sheets, 
and changes in fair value are recorded in Net investment income and other in the Consolidated Statements of Income. 
Non-qualifying derivatives continue to be utilized on a basis consistent with the risk management policies of the 
Company and are monitored by the Company for effectiveness as economic hedges even if the specific hedge accounting 
requirements of AcG-13 are not met. 

If a designated hedged item is sold prior to the termination of the related derivative instruments or it is no longer 


probable that the sale will occur at the date originally anticipated, any realized or unrealized gain or loss on such 
derivative instrument is recognized in income. 


FUTURE ACCOUNTING CHANGES 

Financial instruments — disclosure and presentation 

Effective for fiscal years beginning on or after November 1, 2004, CICA 3860, Financial Instruments — Disclosure 
and Presentation was amended to require obligations that can be settled at the issuer’s option by issuing a variable 
number of the issuer’s own equity instruments to be presented as liabilities rather than equity. On January 1, 2005, the 
Company will adopt the amended standard retroactively with restatement of prior periods. The Company’s preferred 
shares will be reclassified from shareholders’ equity to liabilities and the preferred dividends will be reclassified to 
operating expenses in the Consolidated Statements of Income. The change will not have any impact on basic earnings 


per share or net income available to common shareholders since preferred dividends are currently deducted from net 
income in determining these measures. 


COMPARATIVE FIGURES 


Certain comparative figures have been reclassified to conform with the current year’s financial statement presentation. 
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2. Securities 


2004 2003 
CARRYING FAIR CARRYING FAIR 
VALUE VALUE VALUE VALUE 
Preferred shares $ - § - § 2,263 $ 2,369 
Common shares 92,459 218,007 77,564 213,976 
Investments in mutual funds 33,851 36,110 26,405 27,687 


$ 126,310 $ 254,118 $ 106,232 $ 244,032 


Bee Oans 
TERM TO MATURITY 

I YEAR I-5 OVER 5 2004 2003 
OR LESS YEARS YEARS TOTAL TOTAL 
Residential mortgages $ 133,706 $ 170,299 $ 1,915 $ 305,920 $ 346,476 
Commercial mortgages 4,016 11,097 = 153 k3 16,956 
137.722 181,396 1 OMS 32 gO) 363,432 
Personal loans 146,644 23,005 23,780 193,429 186,075 
$ 284,366 $ 204,401 $ 25,695 514,462 549,507 
Less: General allowance - 17,810 21,495 
$ 496,652 $ 528,012 
Impaired loans included above $ 369 $ 2,192 
Less: General allowance 17,810 21,495 


$ (17,441) $ (19,303) 


The change in the allowance for credit losses is as follows: 


Balance, beginning of year $ 21,495 $ 21,542 
Write-offs (100) 21} 
Recoveries 204 214 
Reversal of provision for credit losses (3,789) (140) 


Balance, end of year $ 17,810 $ 21,495 
ie eld ie Be er A Sr a Re ea 
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4. Securitizations 


2004 2003 
PRINCIPAL PRINCIPAL 
AMOUNT NET AMOUNT NET 
SECURITIZED GAIN SECURITIZED GAIN 
Commercial paper conduit transactions $ 190,991 $ 2,460 $ 121,604 $ 1,412 
Mortgage-backed security transactions Sol 359m) 16 $ Sel os 3 


The Company’ retained interest in the securitized loans includes cash reserve accounts and rights to future excess 
spread. This retained interest is subordinated to the interests of the related commercial paper conduits (CP Conduits) 
and mortgage-backed securities (MBS) holders (the Purchasers). The Purchasers do not have recourse to the Company’s 
other assets for any failure of the borrowers to pay when due. 

The key economic assumptions used to value the retained interests at the date of securitization issuances for 
transactions completed during 2004 and 2003 were as follows: 


CP CONDUIT MBS 
2004 | TRANSACTIONS TRANSACTIONS 
Weighted-average 
Remaining service life (in years) Saal 220) 
Interest rate 4.97 To 5.04% 
Coupon rate of securities issued 4.07% 3.99% 
Prepayment rate 15.00% 18.90% 
Discount rate 4.51% 4.35% 
Servicing fees 0.25% 0.23% 
Expected credit losses 0.05% N/A 
CP CONDUIT MBS 
2003 TRANSACTIONS TRANSACTIONS 
Weighted-average 
Remaining service life (in years) Uist 5.0 
Interest rate 5.25°76 4.93% 
Coupon rate of securities issued 4.29% 4.32% 
Prepayment rate 15.00% = 
Discount rate y.1 570 4.60% 
Servicing fees 0.25% 0.15% 
Expected credit losses 0.05% - 


Mortgages securitized by the Company through a MBS structure had no prepayment privileges. 
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At December 31, 2004, the fair value of the total retained interests was $19.7 million (2003 — $24.5 million). 
As part of the CP conduit transactions, the Company enters into interest rate swaps with the CP conduit counterparty. 
At December 31, 2004, the aggregate fair value of these interest rate swaps, which is included in the fair value of total 
retained interests above, was $6.7 million (2003 — $9.1 million). The ageregate notional amount at December 31, 2004 
was $346.6 million (2003 — $335.6 million). The sensitivity to immediate 10% or 20% adverse changes to key assump- 
tions was considered to be immaterial. 

The total loans reported on the Company’s Consolidated Balance Sheets, the securitized loans serviced by the 
Company, as well as cash flows related to securitization arrangements are as follows: 


2004 2003 


Mortgages $ 869,141 $ 972,927 
Personal loans 220,733 215,969 


1,089,874 1,188,896 


Less: Securitized loans serviced 593,222 660,884 
‘Total on-balance sheet loans $ 496,652 $ 528,012 
Proceeds from new securitizations 5 207,110 S 126:747 
Cash flows received on retained interests $ 13,975 $ 5,919 


5. Investment in affiliate 


2004 2003 
Carrying value, beginning of year 5 460,655 $ 320,988 
Investment ~ 100,000 
Share of earnings 71,056 54,505 
Dividends (25,884) (19,818) 
Dilution gain - 14,820 
Foreign currency translation and other adjustments (15,111) (9,840) 
Carrying value, end of year $ 490,716 $ 460,655 
Share of equity, end of year >. 1391487 3S 325,923 
Fair value, end of year $ 1,008,923 $ 859,663 


eee eee ee reer —————e ek. _ _ _ _ _ _ _ _= eee 


On July 10, 2003, the Company purchased, by way of private placement, 2,662,690 common shares of Great-West 
Lifeco Inc. (Lifeco), an affiliate of the Company, for total consideration of $100 million in support of Lifeco’s 
acquisition of Canada Life Financial Corporation (Canada Life). As a result of this investment and the common 
shares issued by Lifeco as part of its acquisition of Canada Life, a dilution gain of $14.8 million (net of $6.7 million 
of goodwill disposed) was recognized in 2003. 

On September 24, 2004, the shareholders of Lifeco approved a sub-division of Lifeco’s common shares on a two- 
for-one basis. The Company currently holds 37,787,388 (2003 — 37,787,388) shares of Lifeco, which represents an 


equity interest of 4.2% (2003 — 4.2%). 
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6. Other assets 


2004 2003 
Accounts and other receivables $ 172,580 $ 129,887 
Office premises (ESO 80,989 
Deferred and prepaid expenses 63,735 60,651 
Accrued benefit asset (Note 10) 42,325 40,892 
Other 18,384 21,406 


$1937 15717 8 33,5825 


7. Goodwill and intangible assets 


During the fourth quarter of 2004, the Company performed an evaluation of the fair value of the assets acquired and 
liabilities assumed on the acquisition of Investment Planning Counsel (Note 21). The amount assigned to intangible assets 
represents the fair value of mutual fund management and distribution contracts acquired. | he management contracts 
have indefinite useful lives and are therefore not subject to amortization. The distribution contracts have an estimated 
remaining useful life of 19 years and are amortized on a straight-line basis. Goodwill acquired during the year has not 
yet been allocated to the Company’s reportable segments. The final goodwill allocation will be completed as soon as 
the Company has gathered all the significant information considered necessary in order to finalize this allocation. 

The changes in the carrying amount of goodwill are as follows: 


2004 
INVESTORS CORPORATE 
GROUP MACKENZIE AND OTHER TOTAL 
Balance, beginning of year $ 1,346,245 $ 923,590 §$ — $2,269,835 
Acquired during the year - - 101,946 101,946 
Goodwill adjustment = - (190) (190) 
Balance, end of year $ 1,346,245 $ 923,590 $ 101,756 $2,371,591 
2003 
INVESTORS CORPORATE 
GROUP MACKENZIE AND OTHER TOTAL 
Balance, beginning of year $ 1,346,245 $ 919,420 $ = $2,265,665 
Acquired during the year - 4,170 ~ 4,170 


——— ee 


Balance, end of year $ 1,346,245 $ 923,590 $ = $2,269,835 


SS 
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The components of other intangible assets are as follows: 


2004 
ACQUIRED NET 
CARRYING DURING ACCUMULATED CARRYING 
VALUE THE YEAR AMORTIZATION VALUE 
Finite-life intangible assets 

Distribution contracts $ = § 244218 $ 15 OSma Sees 317 

Indefinite-life intangible assets 
Mutual fund management contracts 591,580 17,184 = 608,764 
‘Trade names 268,368 - - 268,368 
859,948 17,184 - 871,132 


$ 859,948 $ 41,605 §$ 1,109 9%, 900,444 


2003 
ACQUIRED NET 
CARRYING DURING ACCUMULATED CARRYING 
VALUE THE YEAR AMORTIZATION VALUE 
Indefinite-life intangible assets 
Mutual fund management contracts > = 5915800 5 - §$ - $ 591,580 
‘Trade names 268,368 - - 268,368 
$ 859,948 §$ - §$ —- $ 859,948 


At December 31, 2002, the Company owned 69.1% of the common shares of Winfund Software Corp. (Winfund). 
On February 26, 2003, the Company acquired the remaining outstanding common shares of Winfund for total cash 
consideration of $4.7 million. The excess of the consideration paid over the fair value of the identifiable net assets 
acquired of $4.2 million was recorded as goodwill and was allocated to the Mackenzie reportable segment. 


8. Deposits and certificates 


Included in the assets of the Consolidated Balance Sheets are cash and investments amounting to $711.0 million (2003 — 
$729.5 million) set aside in respect of the deposits of Investors Group Trust Co. Ltd. and M.R.S. Trust Company, 
and the certificates issued by Investors Syndicate Limited. 


TERM TO MATURITY 


I YEAR I-5 OVER 5 2004 2003 

DEMAND OR LESS YEARS YEARS TOTAL TOTAL 

Deposits §7465.3208 0 1017932 8p 132311 2,744 $ 702,668 $ 719,945 
Certificates - 729 2,825 4,728 8,282 eval 
a Se ee es AC Nes ene Ee 2, 


Gar 46 53200 02902 2 ae eee oo, 0 s0mma 7,472 $ 710,950 $ 729,456 
rr 
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9. Other liabilities 


2004 2003 
Accounts payable and accrued liabilities $ 308,238 $ 260,468 
Taxes payable 102,884 98,628 
Dividends and interest payable 93,943 81,996 
Accrued benefit liabilities (Note 10) 45,425 42,199 
Restructuring costs (Note 22) 13,833 38,337 
Other 40,694 41,192 


$ 605,017 $ 562,820 


The Company reclassified $4.7 million (2003 — $18.0 million) of restructuring costs relating to completed projects to 


Accounts payable and accrued liabilities. 


10. Employee future benefits 


The Company maintains a number of employee future benefit plans. These plans include a funded defined benefit 
pension plan for substantially all eligible employees, an unfunded supplementary executive retirement plan (SERP) for 
certain executive officers, and an unfunded post-retirement health care and life insurance plan for eligible retirees. 


2004 2003 
DEFINED DEFINED 
BENEFIT OTHER POST- BENEFIT OTHER POST- 
PENSION RETIREMENT PENSION RETIREMENT 
PLAN SERP BENEFITS PLAN SERP BENEFITS 
Fair value of plan assets 
Balance, beginning of year $ 154,767 $ = 9 —- $ 140,325 $ =) z 
Employee contributions 2,633 = = 2,568 - = 
Benefits paid (6,639) — ~ (6,059) - ~ 
Actual return on plan assets 16,875 - _ 17,933 = - 
Balance, end of year 167,636 - - 154,767 = - 
Accrued benefit obligation 
Balance, beginning of year 106,573 LVS 1S: 30,329 94,656 10,476 23,681 
Benefits paid (6,639) (722) (1,025) (6,059) (722) (914) 
Current service cost 307 S/ Bo 1,459 3,044 Paris 1,490 
Employee contributions PROS) ~ - 2,568 ~ - 
Interest cost 7,027 925 Zl 6,758 764 1,730 
Actuarial losses 6,407 SRL Gy 1,588 5,606 724 4,342 
Balance, end of year 119,788 15,236 34,462 106,573 115.15: 30,329 
Funded status plan 
surplus (deficit) 47,848 (1352.56) (34,462) 48,194 (515) (30,329) 
Unamortized net actuarial 
(gains) losses (5,523) 1,148 eq a2) C1E935) 1,580 
Accrued benefit 
asset (liability) Do 4253250) b (14,088) $99 G15337) oo 40 BOO a ses (28,749) 
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The asset allocation by asset category of the defined benefit pension plan is equity securities 56% (2003 — 55%), 
fixed income securities 42% (2003 — 44%) and cash equivalents 2% (2003 — 1%) 


. 


2004 2003 
Se SSS SSS a re oe Be ee Se ele 
DEFINED DEFINED 
BENEFIT OTHER POST- BENEFIT OTHER POST- 
PENSION RETIREMENT PENSION RETIREMENT 
PLAN SERP BENEFITS PLAN SERP BENEFITS 


Benefit (income) expense 
was determined as follows: 


Current service cost oo 3,187 Soul $ 1,459 $ 3,044 See $ 1,490 
Interest cost on accrued 

benefit obligation 7,027: 925 ae 6,758 764 14730 
Expected return 

on plan assets (10,694) - - 701) ~ - 
Amortization of net 

actuarial (gains) losses (15553) 83 43 (1,075) (174) (225) 


S71 433)\e tel 350 mes 3-613 $ (974) $ 863 $ 2,995 


Significant weighted-average 

actuarial assumptions: 
Discount rate 6.25% 6.25% 6.50% 6.60% 6.50% 6.75% 
Expected long-term rate 


of return on plan assets 7.00% N/A N/A 7.00% N/A N/A 
Rate of compensation increase 6.10% 6.10% N/A ONO 6.10% N/A 
Health care cost trend rate N/A N/A 10.00% N/A N/A 11.00% 


” Trending to 5.00% in 2010 and remaining at that rate thereafter. 


The effect of a 1% increase in assumed health care cost trend rates would be an increase in the accrued post-retire- 
ment benefit obligation of $6.2 million as at December 31, 2004 and an increase in the 2004 post-retirement benefit 
expense of $0.7 million. A decrease of 1% in assumed health care cost trend rates would result in a decrease in 
the accrued post-retirement benefit obligation of $4.7 million as at December 31, 2004 and a decrease in the 2004 
post-retirement benefit expense of $0.6 million. 
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11. Income taxes 


The Company’s effective income tax rate is derived as follows: 


2004 2003 
Income taxes at federal and provincial statutory rates 36.20% 37.92% 
Effect of: 
Dividend income (0.22) (0.24) 
Net capital gains and losses (IEZG) (0.86) 
Dilution gain (Note 5) - (0.69) 
Share of earnings of affiliate (Nore 5) (2.98) (2.49) 
Impact of rate changes on future income 
taxes related to indefinite life intangibles - 2,89 
Tax on large corporations (0.01) 0.02 
Lower effective rate of tax on income not 
subject to tax in Canada and other items (75) Cig) 
Effective income tax rate 30.00% 34.83% 
Components of income tax expense are: 
Current income taxes $ 219,487 $ 225,870 
Future income taxes 45,482 73,328 
$ 264,969 $ 299,198 
Future income taxes consist of the following taxable temporary differences: 
2004 2003 
Future income tax assets 
Accrued benefit liabilities $ 17,645 $ 16,269 
Allowance for credit losses 6,607 7,902 
Investment revaluations 9,434 11,103 
Non-capital loss carryforwards 59229 66,934 
Restructuring costs oy Kes 13,935 
Other 43,299 43,402 
141,350 159,545 
Future income tax liabilities 
Accrued benefit asset 15,059 14,839 
Deferred selling commissions 305,670 LIS os 
Intangible assets 164,811 155,006 
Unrealized gains on securities 395707 80,522 
Other 18,951 9,056 
564,198 534,617 
Future income taxes $ 422,848 $ 375,072 
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As at December 31, 2004, the Company has non-capital losses of $112.7 million (2003 — $4.1 million) available to 
reduce future taxable income, the benefits of which have not been recognized. If not utilized, these losses will expire 
as follows: 2007 — $3.4 million; 2008 — $3.5 million; 2009 — $6.5 million; 2010 — $53.8 million; 2013 — $3.0 million, 
and 2014 — $42.5 million. 


12. Long-term debt 


RATE MATURITY 2004 2003 
Debentures in Series“ 
1997 6.65% December 13, 2027 $ 125,000 $ 125,000 
2001 6.75% May 9, 2011 450,000 450,000 
2001 7.45% May 9, 2031 150,000 150,000 
2002 7.00% December 31, 2032 175,000 175,000 
2003 6.58% March 7, 2018 150,000 150,000 
2003 7.11% March 7, 2033 150,000 150,000 
Note payable to related party 
Power Financial Corporation 10.60% January 16, 2006 26,795 28,580 
Floating Bankers’ Acceptance” ~ May 30, 2006 ~ 175,000 


$ 1,226,795 $1,403,580 


The debentures are redeemable by the Company, in whole or in part, at any time, at the greater of par and a formula price based upon yields at the time of redemption. 
© A syndicate of banks provided the Company with a non-revolving credit facility bearing interest that fluctuated with Canadian bankers’ acceptances. The Company 
repaid the remaining $175 million of this credit facility in 2004 (2003 — $275 million). 


Interest expense relating to long-term debt was $90.9 million (2003 — $93.6 million). 
The annual principal payments in each of the next five years are: 2005 — $1.8 million; 2006 — $25.0 million; 


2007 to 2009 — nil. 


13. Share capital 


AUTHORIZED 

Unlimited number of: 
First preferred shares, issuable in series 
Second preferred shares, issuable in series 
Class 1 non-voting shares 
Common shares 
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13. Share capital (continued) 


ISSUED AND OUTSTANDING 


2004 2003 
STATED STATED 
SHARES VALUE SHARES VALUE 
First preferred shares, Series A 14,400,000 $ 360,000 14,400,000 $ 360,000 
Common shares 
Balance, beginning of year 264,089,791 $1,446,063 263,845,333 $1,441,063 
Issued on acquisition of Investment 
Planning Counsel (Note 21) 734,796 24,366 - - 
Issued under Stock Option Plan (ote 14) 529,893 9,138 356,758 5,614 
Purchased for cancellation (756,100) (4,162) (112,300) (614) 
Balance, end of year 264,598,380 $1,475,405 264,089,791 $ 1,446,063 


\ 
PREFERRED SHARES 


The preferred shares are entitled to a fixed 5.75% annual non-cumulative dividend payable quarterly. Such shares are 
redeemable by the Company on or after June 30, 2009 in cash, at $26.00 per share if redeemed prior to June 30, 2010, 
$25.67 if redeemed on or after June 30, 2010, but prior to June 30, 2011, $25.33 if redeemed on or after June 30, 2011, 
but prior to June 30, 2012 and $25.00 if redeemed on or after June 30, 2012. On or after June 30, 2009, the Company 
may convert each preferred share into that number of common shares determined by dividing the then applicable 
redemption price by the greater of $2.00 and 95% of the weighted-average trading price of the common shares at 
such time. On or after June 30, 2013, subject to the right of the Company to redeem for cash or to find substitute 
purchasers for such shares, each preferred share will be convertible at the option of the holder into that number of 
common shares determined by dividing $25.00 by the greater of $2.00 and 95% of the weighted-average trading 
price of the common shares at such time. 


NORMAL COURSE ISSUER BID 
The Company commenced a normal course issuer bid, effective for one year, on February 22, 2004. Under this bid, the 
Company may purchase up to 13.2 million or 5% of its common shares as at January 31, 2004. As at December 31, 2004, 
756,100 shares were purchased at a cost of $26.9 million and the premium paid to purchase the shares was charged 
to Retained earnings. 

On February 22, 2003, the Company commenced a normal course issuer bid, effective for one year, authorizing it to 
purchase up to 13.2 million or 5% of its common shares outstanding as at January 31, 2003. As at December 31, 2003, 


112,300 shares were purchased at a cost of $2.7 million and the premium paid to purchase the shares was charged to 
Retained earnings. 


14. Stock-based compensation 


STOCK OPTION PLAN 


Under the terms of the Company’s Stock Option Plan (Plan), options to purchase common shares are periodically 
granted to employees and financial planning consultants at prices not less than the fair market value of such shares 
immediately prior to the grant date. The options are subject to time and/or performance vesting conditions set out at 
the grant date and are exercisable no later than 10 years after the grant date. At December 31, 2004, 18,378,448 
(2003 — 18,908,341) common shares were reserved for issuance under the Plan. 
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During 2004, the Company granted 1,522,500 options to employees (2003 — 1,450,594) and 88,750 options 
to financial planning consultants (2003 — 86,500). A portion of the options granted to employees are subject to 
performance targets. The weighted-average fair value of options granted during the year ended December 31, 2004 
has been estimated at $7.19 per option (2003 — $5.34) using the Black-Scholes option pricing model, based on the 
following assumptions: (i) risk-free interest rate of 4.01% (2003 — 4.58%), (ii) expected option life of six years (2003 — 
six years), (ili) expected volatility of 25.00% (2003 — 25.00%) and (iv) expected dividend yield of 3.28% (2003 — 3.70%). 

The Company recorded compensation expense related to its stock option program of $2.9 million (2003 — $0.2 million). 

If the Company had used the fair value method of accounting during 2003 for stock options granted to employees, 
compensation expense of $1.1 million would have been recorded and the Company’s results would have been as follows: 


Proforma net income available to common shareholders $ 538,010 

Proforma earnings per common share — basic $ 204 

Proforma earnings per common share — diluted $ 2.03 
2004 2003 

WEIGHTED- WEIGHTED- 

NUMBER OF AVERAGE NUMBER OF AVERAGE 

OPTIONS EXERCISE PRICE OPTIONS EXERCISE PRICE 

Balance, beginning of year 6,303,023 $ 2ileot 5,536,834 $ [955 

Granted 1,611,250 33.82 1,537,094 2/2 

Exercised (529,893) 17212 (356,758) 13.73 

Cancelled (141,312) 25.38 (414,147) 20.54 

Balance, end of year 7,243,068 $ 24.23 6,303,023 $ 2121 

Exercisable, end of year Die on] ® BS 19.80 ‘2,292,297 $ 18.99 

OPTIONS OUTSTANDING EXPIRY EXERCISE OPTIONS OPTIONS 

AT DECEMBER 31, 2004 DATE PRICE OUTSTANDING EXERCISABLE 

2005 8.66 131,864 131,864 

2006 8.89 - = 

2007 12.98 — 13.54 55,920 55,920 

2008 18.85 — 20.99 77,400 77,400 

2009 18.99 — 24.27 451,570 417,070 

2010 17.00 56,000 40,400 

2011 19.83 — 22.78 3,358,547 1,798,449 

2012 27.81 101,840 36,664 

2013 25.66 — 28.66 1,433,177 194,630 

2014 33052 S23 ond 155763750 = 


eg ee a eee 
7,243,068 DD 30 0 
ce tn le I cn ree 


SHARE PURCHASE PLANS 

Under the Company’s share purchase plans, eligible employees and financial planning consultants can elect each year 
to have a percentage of their annual earnings withheld, subject to a maximum, to purchase the Company’s common 
shares. The Company matches 50% of the contribution amounts. All contributions are used by the plan trustee to 
purchase common shares in the open market. Shares purchased with Company contributions vest after a maximum 
period of three years following the date of purchase. The Company’s contributions are recorded in Non-commission 


expense as paid and totalled $4.4 million (2003 — $3.0 million). 
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14. Stock-based compensation (continued) 


DEFERRED SHARE UNIT PLAN 

The Company has a deferred share unit plan for the directors of the Company to promote a greater alignment of 
interest between directors and shareholders of the Company. Under the Plan, directors are required to receive 50% of 
their annual retainer in the form of deferred share units and may elect to receive the balance of their annual retainer in 
cash or deferred share units. Directors may elect to receive their attendance fees in a combination of deferred share units 
and cash. The number of deferred share units granted is determined by dividing the amount of remuneration payable 
by the average closing price on the Toronto Stock Exchange of the common shares of the Company on the last five 
days of the fiscal quarter (the “value of deferred share unit”). A director who has elected to receive deferred share units 
will receive additional deferred share units in respect of dividends payable on common shares, based on the value of 

a deferred share unit at the dividend payment date. Deferred share units are redeemable when a participant is no 
longer a director, officer or employee of the Company or any of its affiliates by a lump sum cash payment, based on 
the value of the deferred share units at that time. At December 31, 2004, the fair value of the deferred share units 
outstanding was $2.9 million (2003 — $1.6 million). 


15. Derivative financial instruments 


The Company enters into derivative contracts which are negotiated in the over-the-counter market with Schedule I 
and Schedule II Chartered bank counterparties on a diversified basis. In all cases the derivative contracts are used for 
non-trading purposes. Interest rate swaps are contractual agreements between two parties to exchange the related 
interest payments based on a specified notional amount and reference rate for a specified period. Options are contractual 
agreements which convey the right, but not the obligation, to buy or sell specific securities at a fixed price at a future 
date. Forward sales are contractual agreements to sell a financial instrument on a future date at a specified price. 

The amount subject to credit risk is limited to the current fair value of the instruments which are in a gain position. 
This represents only a small percentage of the notional amount. The credit risk is presented below without giving 
effect to any netting agreements or collateral arrangements and does not reflect actual or expected losses. The total 
estimated fair value represents the total amount that the Company would receive or pay to terminate all agreements 
at each year end. However, this would not result in a gain or loss to the Company as the derivative instruments 
which correlate to certain assets and liabilities provide offsetting gains or losses. 

The following table summarizes the Company’s derivative financial instruments at December 31: 


NOTIONAL AMOUNT 


TOTAL 

I YEAR Tee CREDIT ESTIMATED 

2004 OR LESS YEARS TOTAL RISK FAIR VALUE 
Swaps S$ 66,700 $ 146,833 $ 213,533 $ 2559S (43097) 
Options purchased 24,336 23,179 47,515 1,200 1,200 
Options written 29,364 31,106 60,470 ~ (16,560) 
Forward sales 10,878 5,100 15,978 120 (2,365) 


$= 131,278" $ 206218. 6$ 337.496 ms ane SGC 22) 


2003 

Swaps $ 100,000 $ 150,500 $ 250,500 $ ee 008) 
Options purchased 14,571 47,515 62,086 770 770 
Options written 17,528 60,470 77,998 - (13,039) 
Forward sales - 16,545 16,545 1,404 (391) 


$ 132,099 $ 275,030 $ 407,129 $ 2,174 3 (20)162) 
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16. Fair value of financial instruments 


The following table presents the fair value of on and off-balance sheet financial instruments using the valuation 
methods and assumptions described below. Fair value represents the amount that would be exchanged in an arm’s 
length transaction between willing parties under no compulsion to act and best evidenced by a quoted market price, 
if one exists. Fair values are management's estimates and are generally calculated using market conditions at a specific 
point in time and may not reflect future fair values. The calculations are subjective in nature, involve uncertainties 
and matters of significant judgment. 


2004 2003 
CARRYING FAIR CARRYING FAIR 
VALUE VALUE VALUE VALUE 
Assets 
Cash and cash equivalents $ 864,990 $ 864,990 $ 969,315 $ 969,315 
Securities 126,310 254,118 106,232 244,032 
Loans 496,652 499,457 528,012 531,142 
Accounts and other receivables 172,580 172,580 129,887 129,887 
Total financial assets $ 1,660,532 $1,791,145 $1,733,446 $1,874,376 
Liabilities 
Deposits and certificates $ 710,950 $ 717,184 $ 729,456 $ 738,454 
Other financial liabilities 494,612 494,612 450,343 450,343 
Long-term debt 1,226,795 1,377,496 1,403,580 1,518,823 
Total financial liabilities $ 2,432,357 $2,589,292 $2,583,379 $2,707,620 
Off-balance sheet derivatives (Note 15) $ - $ (17,725) $ - § (20,162) 


Fair value is determined using the following methods and assumptions: 


The fair value of short-term financial instruments approximate carrying value. These include cash and cash 
equivalents, accounts and other receivables, and other financial liabilities. 


Securities are valued at quoted market prices, when available. When a quoted market price is not readily 
available, alternative valuation methods may be used. 

Loans are valued by discounting the expected future cash flows at market interest rates for loans with similar 
credit risk. 

Deposits and certificates are determined by discounting the contractual cash flows using market interest rates 
currently offered for deposits with similar terms and credit risks. 

Long-term debt is determined by reference to current market prices for debentures and notes payable with 
similar terms and risks. 


Derivative financial instruments fair values are based on quoted market prices, where available, prevailing 
market rates for instruments with similar characteristics and maturities, or net present value analysis. 
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17. Earnings per common share 


2004 2003 
Earnings 
Net income $ 617,096 $ 559,781 
Preferred dividends 20,700 20,700 
Net income available to common shareholders $ 596,396 $ 539,081 
Number of common shares (in thousands) 
Average number of common shares outstanding 264,431 263,915 
Add: 

— Potential exercise of outstanding stock options 137? 1209 
Average number of common shares outstanding 

— Diluted basis 266,010 265,174 
Earnings per common share (in dollars) | 
Basic $ IX TS 2.04 
Diluted $ 2.24 §$ 2.03 


In certain circumstances, the preferred shares referred to in Note 13 are convertible into common shares. These 
conversions are not included in the calculation of diluted earnings per share as the Company has the option to settle 
in cash instead of shares. 


18. Contingencies, commitments and guarantees 


CONTINGENCIES 

On December 16, 2004 the Ontario Securities Commission (OSC) and the Manitoba Securities Commission (MSC) 
approved a settlement agreement between I.G. Investment Management, Ltd. IGIM) and the OSC regarding trading 
by an institutional client of Investors Group Inc. (IG) in mutual funds managed by IGIM. IG agreed to provide 
compensation of $19.2 million, plus interest at 5% per annum from the settlement date to the approval of the plan 
of distribution, to affected unitholders. Also on December 16, 2004 a hearing panel of the Mutual Fund Dealers 
Association of Canada (MFDA) approved a settlement agreement between Investors Group Financial Services Inc. and 
the MFDA regarding the same matter, providing for a compensation of $2.65 million, plus interest on the foregoing 
basis, to affected unitholders and payment of a fine of $2.65 million to the MFDA. The compensations are to be 
made pursuant to a distribution plan to be developed by IG together with an independent consultant and approved 


by the OSC and the MSC. The Company recorded a $19.2 million after-tax charge to income in the fourth quarter 
to reflect these settlements and related costs. 
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The Company is subject to legal actions, including class actions, arising in the normal course of its business. Two 
class actions related to alleged market timing trading activity in mutual funds of the Company have been commenced. 
The Company entered into settlement agreements in 2004 with a number of its securities regulators in respect of such 
market timing trading activity. Although it is difficult to predict the outcome of such legal actions, based on current 
knowledge and consultation with legal counsel, management does not expect the outcome of any of these matters, 
individually or in aggregate, to have a material adverse effect on the Company’s consolidated financial position. 


COMMITMENTS 

The Company is committed to the following annual lease payments under its operating leases: 2005 — $38.8 million; 
2006 — $33.0 million; 2007 — $29.0 million; 2008 — $22.6 million; 2009 — $14.6 million; and 2010 and thereafter — 
$25.6 million. 


GUARANTEES 

Effective January 1, 2003, the Company adopted the recommendation of the CICA Accounting Guideline 14 (AcG-14) — 
Disclosure of Guarantees, which identifies disclosure requirements for certain guarantees or groups of similar guarantees, 
even when the likelihood of the guarantor having to make any payments is slight. 

In the normal course of operations, the Company executes agreements that provide for indemnifications to third 
parties in transactions such as business dispositions, business acquisitions, loans and securitization transactions. The 
Company has also agreed to indemnify its directors and officers. The nature of these agreements precludes the possi- 
bility of making a reasonable estimate of the maximum potential amount the Company could be required to pay third 
parties as the agreements often do not specify a maximum amount and the amounts are dependent on the outcome of 
future contingent events, the nature and likelihood of which cannot be determined. Historically, the Company has 
not made any payments under such indemnification agreements. 


19. Related party transactions 


The Company enters into transactions with The Great-West Life Assurance Company (Great-West), London Life 
Insurance Company (London Life) and The Canada Life Assurance Company (Canada Life), subsidiaries of its affiliate, 
Lifeco. These transactions are in the normal course of operations and at market terms and conditions. 

During 2004 and 2003, the Company provided to and received from Great-West, a member of the Power Financial 
Corporation group of companies, certain administrative services. The Company distributes life insurance and disability 
insurance products under a distribution agreement with Great-West and Canada Life and received $17.8 million in 
distribution fees (2003 — $17.7 million). London Life distributes certain mutual funds of the Company. 

During 2004, the Company sold residential mortgage loans to Great-West and London Life for $76.9 million 
(2003 — $160.7 million). 

Mackenzie Financial Corporation (Mackenzie), a subsidiary of the Company, entered into an arrangement involving 
a wholly-owned subsidiary of Mackenzie and an entity managed by Mackenzie. As part of this arrangement, the parties 
have the legal right and intent to settle on a net basis certain related party financial assets and liabilities. These assets 
and liabilities, which totalled $3.7 billion at December 31, 2004 (2003 - $2.2 billion), have been offset and, accordingly, 
have no impact on the Consolidated Balance Sheets. During the year, Mackenzie earned investment income of 
$1.8 million (2003 — $0.8 million) and incurred interest expense of $1.8 million (2003 — $0.8 million) related thereto. 
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20. Segmented information 


Investors Group and Mackenzie earn fee-based revenues in the conduct of their core business activities which are 
primarily related to the distribution, management and administration of their mutual funds. Fee revenues are also 
derived from the provision of brokerage services. Intermediary revenues are derived primarily from the assets 
funded by deposit and certificate products and from mortgage banking and servicing activities. In addition, 
Investors Group earns fee revenue from the distribution of insurance products and equity income from its invest- 
ment in Great-West Lifeco. 

Corporate and Other includes primarily Investment Planning Counsel, net investment income on unallocated 
investments, and interest expense on corporate debt. 

The results of the reportable segments reflect the Company’s internal financial reporting systems. 


INVESTORS CORPORATE 
2004 GROUP MACKENZIE AND OTHER TOTAL 
Fee and net investment income 
Management $ 830,273 $ 645,511 $ 15,873 $1,491,657 
Administration 156,293 140,498 2.521 299,612 
Distribution 94,189 35,599 © 34,683 164,471 
Net investment income and other 1235327 15,841 24,168 163,331 
1,204,077 837,449 77,545 2,119,071 
Operating expenses 
Commissions 264,050 3205 152 32,504 616,706 
Non-commission 273,766 295,05 1 14,839 544,256 
537,816 575,803 47,343 1,160,962 
Earnings before undernoted $666,261) 99 261.646 $30,202 958,109 
Interest expense (74,893) 
Income before income taxes and non-controlling interest 883,216 
Income taxes 264,969 
Income before non-controlling interest 618,247 
Non-controlling interest kw! 
Net income 617,096 
Preferred dividends 20,700 
Net income available to common shareholders $ 596,396 


en eee eee 
Total assets $2,670,678 $3,093,298 $ 709,235 $6,473,211 
re SA 
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2003 


Fee and net investment income 
Management 
Administration 
Distribution 
Net investment income and other 


Operating expenses 
Commissions 
Non-commission 


Earnings before undernoted 


Restructuring reversal 
Interest expense 


Dilution gain 


Income before income taxes 
Income taxes 


Net income 
Preferred dividends 


Net income available to common shareholders 


Total assets 


21. Acquisition of Investment Planning Counsel 


INVESTORS 
GROUP MACKENZIE 


741396 S$ 558.217 § 
138,324 148,453 
91,898 39,584 
103,948 10954 


1,075,566 766,208 


19378 28359517 
ES, 2515307 


430,637 Secon: 
$ 644,929 $ 224,894 §$ 


CORPORATE 
AND OTHER 


(3,499) 


35,906 
32,407 


(2,474) 
(2,474) 
34,881 


$2,593,016 $3,166,259 $ 532,421 


TOTAL 


$ 1,296,114 
286,777 
131,482 
159,808 


1,874,181 


47.9533) 
Sie glleou 


969,477 
904,704 
24,832 


(85,377) 


844,159 


14,820 


858,979 


29 OOS 


559,781 
20,700 


$ 539,081 
$ 6,291,696 


On May 10, 2004, the Company acquired 74.7% of the outstanding common shares of Investment Planning Counsel, 
a Canadian financial services company. The results of its operations have been included in the Consolidated Financial 


Statements since that date. 


The aggregate purchase price was $99.0 million, consisting of $74.6 million of cash including transaction costs, 
and common shares valued at $24.4 million. The value of the 734,796 common shares issued was determined based 
on the weighted-average market price of the Company’s shares over the two-day period before and after the terms 


of the acquisition were agreed to and announced. 


The following table summarizes the fair value of the assets acquired and liabilities assumed at the date of 
acquisition. The purchase price allocation is preliminary and based on the Company’s best estimates. The final 
purchase price allocations will be completed as soon as the Company has gathered all the significant information 


considered necessary in order to finalize this allocation. 
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21. Acquisition of Investment Planning Counsel (continued) 


2004 
Fair value of assets acquired: 
Cash and cash equivalents Sel 2,035 
Deferred selling commissions 7,837 
Future income taxes 2.057 
Other assets 27-216 
Management contracts 17,184 
Distribution contracts 24,421 
90,750 
Less fair value of liabilities assumed: 
Deposits 20,564 
Other liabilities 50,105 
Long-term debt 23,044 
93,713 
Fair value of net assets acquired (2,963) 
Goodwill 101,946 
Total purchase consideration nS, 953 


Included in Other liabilities are accruals for contract termination costs of $26.7 million which were paid during the 
second quarter, and other restructuring costs of $5.5 million related to the acquisition. 


22. Restructuring 


Following the acquisition of Mackenzie, the Company commenced the integration and rationalization of its 
administration, systems and operations. The restructuring costs related primarily to severance and related expenses, 
contract termination costs, decommissioning of systems, and other expenses. 

In the fourth quarter of 2003, the Company changed its estimate for restructuring resulting in a $24.8 million 
reversal. The change in estimate resulted from facts and circumstances occurring subsequent to the original charges. 


2004 2003 
Balance at beginning of year $ 38,337 $ 69,786 
Utilized during the year (24,504) (6,617) 
Change in estimate - (24,832) 
Balance at end of year ba 135833 ech 8,3 


SS 


Of the $13.8 million balance (2003 — $38.3 million) which is reported in Other liabilities in the Consolidated Balance 
Sheets, $0.4 million relates to termination benefits (2003 — $9.6 million), nil relates to contract termination costs 
(2003 — $7.5 million), and $13.4 million relates to decommissioning of systems and other expenses (2003 — $21.2 million). 
The balance at December 31, 2004 consists of two remaining projects which are expected to be substantially 
completed by the fourth quarter of 2005. 
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QUARTERLY REVIEW 


CONSOLIDATED STATEMENTS OF INCOME 


FOR THE YEARS ENDED DECEMBER 31 2004 2003 
($ thousands except per share amounts) 4 3 2 I 4 3 2 I 
Fee and net investment income 
Management $ 383,190 $ 371,686 $ 371,701 $ 365,080 $ 341,836 $ 330,119 $ 313,830 $ 310,329 
Administration 71,588 74,228 75,768 78,028 72,339 70,433 70,116 73,889 
Distribution : 46,196 44,448 38,892 34,935 32,644 31,569 33,144 34,125 
Net investment income and other 47,093 36,756 37,121 42,361 37,951 42,255 43,061 36,541 
a a a a eM oe meld i a ee ee 
Total fee and net investment income 548,067 527,118 523,482 520,404 484,770 474,376 460,151 454,884 
a a a ee A ee Pe et aly 
Operating expenses 
Commission expense 163,777 155,305 153,802 143,822 126,355 117,143 115,772 116,065 
Non-commission expense 154,210 126,553 126,692 136,801 120,601 122255 121,190 130,096 
Interest expense 18,925 18,714 18,532 18,722 23,623 19,302 21,521 20,931 
Restructuring (reversal) costs = = - - (24,832) - - ~ 
‘Total operating expenses 336,912 300,572 299,026 299,345 245,747 258,700 258,483 267,092 
en a ar wah a eae a eI ls ied ue A CERI eC EN ee 
255) 226,546 224,456 221,059 239,023 215,676 201,668 187,792 
Dilution gain = = = = = 14,820 = =. 
Income before undernoted PANT AUS Se) 226,546 224,456 221,059 239,023 230,496 201,668 187,792 
Income taxes 63,470 66,969 66,535 67,995 99,286 69,899 67,143 62,870 
147,685 159,577 157,921 153,064 139,737 160,597 134,525 124,922 
Non-controlling interest 420 571 160 - - - - ~ 
Net income 147,265 159,006 157,761 153,064 139,737 160,597 134,525 124,922 
Preferred dividends SAS) D175 By Wie) li) 5,175 5,175 Sy Wi) 5,175 
Net income available to common shareholders 
In accordance with GAAP $ 142,090 $ 153,831 $ 152,586 $ 147,889 $ 134,562 $ 155,422 $ 129,350 $ 119,747 
Reconciliation of non-GAAP financial measures “” 
Net income available to common 
shareholders (non-GAAP) $ 161,271 $ 153,831 $ 152,586 $ 147,889 $ 143,864 $ 140,602 $ 129,350 $ 119,747 
Unitholder compensation (net of tax) (19,181) = - - - - - - 
Dilution gain - - - - = 14,820 = = 
Restructuring reversal (net of tax) - - ~ = 15,551 = = ~ 
Non-cash income tax charge - = = = (24,853) = = = 
Net income available to common ’ 
shareholders (GAAP) $ 142,090 $ 153,831 $ 152,586 $ 147,889 $ 134,562 $ 155,422 $ 129,350 $ 119,747 


Diluted earnings per share (¢) 
In accordance with GAAP 53 58 57 56 51 59 49 45 
Excluding unitholder compensation, dilution gain, 

restructuring reversal related to Mackenzie and 
non-cash income tax charge i) 61 58 57 56 54 53 49 45 
Dividends per share (¢) 30.0 30.0 27.5 PUSS 25.5 25.5 


STATISTICAL DATA (millions) 


Mutual funds 
Investors Group 
Sales $ 1,102 $ 995 $ 1,064 $ 1,561 $ 998 $ 888 $ 914 $i 12211 
Redemption rate (%) — total 10.6 10.7 1h 12.0 12.8 13.9 13.9 13.4 
— long-term funds 91 9.2 9.6 10.2 10.7 11.4 ilies) 10.9 
Net sales (redemptions) (46) (51) (71) 386 (93) (283) (382) (81) 
Assets under management 44,510 42,296 42,536 42,675 40,904 38,448 37,594 35,655 
Mackenzie Financial Corporation 
Sales 1,694 1,438 1,633 2,021 1,618 1,124 1,041 1,499 
Redemption rate (%) — total 16.9 16.9 16.9 N72) L723 E33 17.6 17.9 
— long-term funds 13.8 eye 1355 ee 13.0 12.5 Hee pez] 
Net sales (redemptions) 123 110 219 343 189 (39) (220) 1 
Assets under management 37,298 34,979 35,847 35,383 33,770 31,498 30,271 28,762 
Investment Planning Counsel 
Sales 98 90 71 = = = = Z 
Redemption rate (%) — total 10.5 9.5 9.6 - = = = = 
— long-term funds 9.5 8.3 8.2 = = = = = 
Net sales (redemptions) 52 60 49 - = = = a 
Assets under management 1,497 1,359 1,326 = = = -- - 
Combined assets under management 6) 83,273 78,605 79,680 78,058 74,674 69,946 67,865 64,41 7 
Insurance in force (face amount) 35,897 by ally 34,513 33,012 31,307 30,296 29,320 28,318 
Securities operations assets under administration 7,107 6,618 6,626 5,925 5,785 5,347 5,096 4,675 
Mortgages serviced 6,010 6,102 6,217 6,327 6,425 6,529 6,668 6,794 
Deposits and certificates 711 669 713 742 729 714 738 759 
Corporate assets 6,473 6,548 6,456 6,338 6,292 6,246 6,126 6,162 
Consultants — Investors Group 3,496 3,391 3,207 3,219 Benes. 3,192 3,186 3,246 


Refer to page 23 of the MD&A for an explanation of the Company's use of non-GAAP financial measures. (2) From the date of acquisition. (3) Adjusted for inter-segment assets. 


ioe} 
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TEN YEAR REVIEW 


CONDENSED CONSOLIDATED STATEMENTS OF INCOME 


FOR THE YEARS ENDED DECEMBER 31 5 YEAR TO YEAR 
(3 thousands, except per share amounts) % Yo 

2004 2003 2002 2001 2000 caGR(!) 1999 1998 1997 1996 1995 CAGR(!) 
Fee income 1,955,740 1,714,373 1,813,205 1,626,934 1,075,504 15.8 939,656 864,445 730,819 544,375 434,447 17.0 
Net investment income 163,331 159,808 126,510 133,515 121,604 1305) 86,782 73,730 71,031 69,101 54,014 152 
2,119,071 1,874,181 1,939,715 1,760,449 1,197,108 15.6 1,026,438 938,175 801,850 613,476 488,461 16.8 
Operating expenses 1,235,855 1,030,022 1,112,366 1,163,128 690,398 1ST 612,300 614,004 552,454 434,643 339,705 14.2 
883,216 844,159 827,349 597,321 506,710 16.4 414,138 324,171 249,396 178,833 148,756 22:1 
Dilution gain = 14,820 - = = = = = = = = = 
Income before undernoted 883,216 858,979 827,349 597,321 506,710 16.4 414,138 324,171 249,396 178,833 148,756 2201. 
Income taxes 264,969 299,198 317,401 252,474 222,418 8.2 178,525 135,827 101,884 61,331 51,049 22 
618,247 559,781 509,948 344,847 284,292 PES 235.018) 188,344 147,512 117,502 97,707 22.0 

Goodwill amortization, 

net of tax - - - 71,969 267 - — - = = - = 
618,247 559,781 509,948 272,878 284,025 21.3 235,613 188,344 147,512 117,502 97,707 22.0 
Discontinued operations = - 1,811 116 - - = = = = = = 
618,247 559,781 511,759 272,994 284,025 2S: 235,613 188,344 147,512 117,502 97,707 22.0 
Non-controlling interest Si ~ ~ - - = ~ = = = = = 
Net income 617,096 559,781 511,759 272,994 284,025 212 ee S08 188,344 147,512 117,502 97,707 22.0 
Preferred dividends 20,700 20,700 20,700 13,299 = = = = = = = a 


Net income available 
to common shareholders 
In accordance 


with GAAP 596,396 539,081 491,059 259,695 284,025 20:4. 235,613 LSS 3 Leow 117,502 97,707 21.6 


Excluding items noted below” 615,577 533,563 491,059 392,637 284,292 202 235,613 188,344 147,512 117,502 97,707 22.0 


Diluted earnings per share (3) 


In accordance with GAAP 2.24 2.03 1.85 1.05 1.35 14.9 1.12 0.89 0.70. 0.56 0.46 18.8 
Excluding items noted below” 2.31 2.01 1.85 1.58 1.35: 15.6 ee 0.89 0.70 0.56 0.46 LOS 
Dividends per share (¢) 115 99 86 73 61 18.6 49 38 30 25 19 22.2 
Return on average 
common equity (ROE) (%) 
In accordance with GAAP 19.1 19.1 19.2 16.7 28 - 26.4 23.8 21.1 18.8 IN /ee) - 
Excluding items noted below 19.8 18.9 19.2 19.6 28.1 - 26.4 23.8 Pils 18.8 17.3 ~ 
Average shares 
outstanding (thousands) 
— Basic 264,431 263,915 263,487 247,093 210,012 ~ 210,854 211,396 211,383 211,370 211,370 - 
— Diluted 266,010 265,174 264,873 247,932 210,870 - 210,854 211,396 211,383 211,370 211,370 - 
Share price (closing $) 36.64 31.05 26.75 2.0 25.95) VEPs 20.60 26.40 22.60 13.50 8.31 15.5 


Includes Mackenzie from date of acquisition (April 20, 2001). Includes Investment Planning Counsel from date of acquisition (May 10, 2004). 
Compound annual growth rate. 


Non-GAAP Financial Measures — Items denoted as being excluded refer to: 
2004 — Unitholder compensation as discussed on page 53 of the Management’s Discussion and Analysis (MDéA) 
2003 — Dilution gain, restructuring reversal and non-cash income tax charge as discussed on page 23 of the MD&A 


2001 and 2000 — Goodwill amortization and Mackenzie restructuring costs 


IGM FINANCIAL INC. ANNUAL REPORT 2004 / TEN YEAR REVIEW 87 


TEN YEAR REVIEW 


STATISTICAL INFORMATION 


FOR THE YEARS ENDED DECEMBER 31 


($ mullions) 5 a ue sar 
2004 2003 2002 2001 2000 cAGR(!) 1999 1998 1997 1996 1995 CAGR() 
Mutual Funds 
Investors Group 
Sales 4,722 4,021 4,916 6,027 7,053 (4.4) 5,915 6,296 6,513 5,031 3,472 re 
Redemption rates (%) 
— total 10.6 12.8 12.6 11.6 14.0 - Wie? 10.0 9.9 11.6 15.4 - 
— long-term funds 9.1 10.7 10.2 9.6 My - 9.8 8.3 8.2 9.5 HS )2) - 
Net sales (redemptions) 218 (839) (109) 1,031 976 N/M L370 2,887 B,o22 2,361 543 N/M 
Assets under management 44,510 40,904 37,588 41,644 44.498 1.8 40,650 36,064 32,248 25,912 20,262 Oe7, 
Mackenzie” 
Sales 6,786 5,282 5,998 3,454 = = = = S = — 2) 
Redemption rates (%) 
— total 16.9 Wed 17.6 16.7 - = = = = = z = 
— long-term funds 13.8 13.0 11.9 11.6 = = - = = 23 = 2 
Net sales (redemptions) 795 (69) 288 24 - = = = = = = = 
Assets under management 37,298 33,770 30,860 33,400 = = = = = = = = 
Investment 
Planning Counsel 
Sales 259 - = = = = = = = = = = 
Redemption rates (%) 
— total 10.5 - ~ = = = = = i = = = 
— long-term funds 9.5 - ~ - - - - - = = = = 
Net sales (redemptions) 161 = = > = = = = = = = = 
Assets under management 1,497 = = - ~ = ~ - - - - - 
Combined mutual 
fund assets under 
management” 83,273 74,674 68,448 75,044 44,498 15.4 40,650 36,064 32,248 25,912 20,262 16.8 
Insurance in force (face amount) 35,897 31,307 27,546 24,374 20,876 14.7 18,086 14,548 12,279 HOSsg7 9,256 16.0 
Securities operations assets 
under administration 7,107 5,785 4,938 4,104 2,646 37.0 1,471 590 3G) 128 - ~ 
Mortgages serviced 6,010 6,425 6,938 7,659 7,147 (4.5) 7,569 8,144 4,157 4,145 3,935 54 
Deposits and certificates Till 729 709 671 219 18.3 307 372 488 986 1,032 (4.1) 
Corporate Assets 6,473 6,292 5,987 6,122 1,985 rae | 1,812 1,799 1,765 1,959 1,904 13.3 
Consultants — Investors Group 3,496 3,223 3,324 3,409 3,483 (0.7) 3,626 3,774 3,507 3,187 3,032 0.3 


Includes Mackenzie from date of acquisition (April 20, 2001). Includes Investment Planning Counsel from date of acquisition (May 10, 2004). 
Compound annual growth rate. 
© For Canadian mutual fund operations only. 


© Adjusted for inter-segment assets. 


88 IGM FINANCIAL INC. ANNUAL REPORT 2004 / BOARD OF DIRECTORS 


BOARD OF DIRECTORS 


Robert Gratton 
Chairman of the Board 
IGM Financial Inc. 


James W. Burns, o.c. “” 
Director Emeritus 
Power Corporation of Canada 


André Desmarais, O.c. “+ 
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Telephone: 204 943 0361 
Fax: 204 947 1659 


AUDITORS 
Deloitte & Touche LLP 


TRANSFER AGENT 
AND REGISTRAR 
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Company of Canada 
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STOCK EXCHANGE LISTING 
Toronto Stock Exchange 

Shares of IGM Financial Inc. are 
listed on the Toronto Stock Exchange 
under the following listings: 
Common Shares: IGM 

First Preferred Shares, Series A: 
IGM.PR.A 


ANALYST CONTACT 

For additional financial information 
about the Company, please contact: 
Gregory D. Tretiak, 

Executive Vice-President, Finance 
Telephone: 204 956 8748 

Fax: 204 956 1446 
greg.tretiak@investorsgroup.com 


SHAREHOLDER 
INFORMATION 

For additional information about 
the Company, please contact: 
Donna L. Janovcik, 

Associate Corporate Secretary 
Telephone: 204 956 8532 

Fax: 204 9499594. 
corpsec@investorsgroup.com 


Si vous préférez recevoir ce rapport en 
frangais, veuillez vous adresser au Secrétaire 
de la Société financiére IGM Inc., 

One Canada Centre, 

447 Portage Avenue, 

Winnipeg (Manitoba) R3C 3B6 


IGM Financial Inc. is a member of the Power Financial Corporation group of companies. 


™ Trademarks owned by IGM Financial Inc. and licensed to its subsidiary corporations. 


* 


Trademarks owned by Mackenzie Financial Corporation or its subsidiaries and used with permission. 


ANNUAL MEETING 

The Annual Meeting of IGM Financial Inc. 
will be held in The Winnipeg Ballroom, 
The Fairmont Hotel, 

Mezzanine Floor, 

‘Two Lombard Place 

Winnipeg, Manitoba 

on Friday, May 6, 2005 at 11:00 a.m. 
Central Daylight Time. 


NORMAL COURSE 

ISSUER BID 

The Company has renewed its Normal 
Course Issuer Bid through the facilities 
of the Toronto Stock Exchange from 
February 23, 2005 to February 22, 2006. 
During the course of the Bid, the Company 
intends to purchase for cancellation up 

to but not more than 13,232,541 common 
shares, being approximately 5% of its 
outstanding capital. Shareholders may 
obtain a copy of the Bid, without charge, 
by contacting the Corporate Secretary’s 
Department at the Company’s Head Office. 


WEBSITES 

Visit our websites at 
www.investorsgroup.com 
www.mackenziefinancial.com 
Wwww.ipcc.ca 


Investment Planning Counsel’s trademark is owned by Investment Planning Counsel Inc. and used with permission. 


if Solutions Banking is a trademark of Power Financial Corporation and licensed to National Bank of Canada. Solutions Banking products and services are provided by 
National Bank of Canada. Morningstar and the Morningstar Ratings are trademarks of Morningstar Research Inc. FULPaY is a trademark of CIBC. The 8 Best 
Practices of High-Performing Advisors Program is a trademark of The Covenant Group. 


“IGM Financial Inc. 2004 Annual Report” © Copyright IGM Financial Inc. 2005 
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